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Cape Breton Development Corporation 


Year Ended March 31, 2002 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 and is 


wholly owned by the Government of Canada. The Corporation, which is located on Cape Breton Island, 
Nova Scotia, closed its last remaining coal mine in the Fall of 2001. Also at that time, a sale of surface assets 
including the pier, railway and other associated assets was concluded. The residual activities of the Corporation 
involve addressing significant obligations for benefits to former employees and for environmental remediation 


as well as disposal of remaining assets. 
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James D. MacLellan 
Glace Bay, Nova Scotia 


Joseph M. MacMullen 
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2002-06-24 


Honourable Herb Dhaliwal, P.C., M.P. 
Minister of Natural Resources 

21st Floor 

580 Booth Street 

Ottawa, Ontario 

KIA OE4 


Dear Mr. Minister: 


On behalf of the Board of Directors, | am pleased to enclose the Financial 
Statements and Auditor’s Report for the Corporation for the fiscal year ended 
March 31, 2002. This annual report is submitted in accordance with the provisions 
of the Financial Administration Act and the Cape Breton Development Corporation 
ANGIE 


Respectfully, 


[feared 


Joseph P. Shannon 


Chairman 
P.O. Box 2500, Sydney, N.S., Canada B1P 6K9_ Tel: (902) 842-2600 Fax: (902) 842-2589 Can By 
C.P. 2500, Sydney, N-E, Canada B1P 6KQ9_ Tel: (902) 842-2600 Fax: ne ) 842-2589 ai 
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YEAR IN REVIEW 


* On May 16, 2001 the Government of Canada announced that the Corporation would close 
Prince Colliery in the Fall of 2001, while on-going efforts to sell the surface operations would 
continue. 
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¢ On October 12, 2001 an arbitration decision determined the measures to address workforce 
reductions resulting from the closure of Prince Colliery. The measures included additional 
early retirement incentives and improvements to the severance criteria. 


¢ Prince Colliery concluded production and was decommissioned by December 15, 2001, with 
total production of approximately 700,000 tonnes for the nine-month period. 


¢ Effective December 15, 2001 work ceased for the majority of CBDC’s remaining employees at 
which time they became eligible for early retirement or severance benefits. 


¢ The Corporation engaged Public Works and Government Services Canada (PWGSC) to 
undertake project management on a number of remediation/reclamation projects on CBDC 
property. PWGSC are also assisting CBDC in the development of a long-term strategy for 
addressing environmental liabilities. 


¢ On December 18, 2001 CBDC and Emera Inc., the parent company of Nova Scotia Power 
Inc., reached a purchase and sale agreement for selected coal transportation and distribution 
assets formerly operated by CBDC. 


¢ The Corporation received approval from the Office of the Superintendent of Financial 
Institutions (OSFI) to terminate its two pension plans, the Non-Contributory Pension Plan and 
the 5% Contributory Pension Plan, effective December 31, 2001. 


FINANCIAL SUMMARY 


$’s in thousands 2002 2001 
Revenue $52,479 $76,935 
Profit (Loss) from Current Operations $2,117 $(2,023) 
Capital Expenditures $27 $1,647 
Sales (OO0’s tonnes) 726 ea 
Saleable Production (O00’s tonnes) 703 995 
Output per person shift (tonnes) 16.3 Na Bs) 
45 ss 


Employees* 


*at year-end 
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PRESIDENT’S OVERVIEW 


The direction for the Corporation’s activities in the fiscal year 2001/02 was established by the 
May 16, 2001 announcement that the sale of assets process involving Prince Mine was being 
discontinued while efforts to sell the surface assets would continue. At the same time, a decision 
was made that the operation of the Prince Mine would be closed not later than the Fall, 2001. 


Over the following months, all the remaining coal, more than 550,000 tonnes in_ total, was 
extracted from the I North wall and the mine was fully decommissioned in a safe and orderly 
manner by December 15, 2001. During this same period, negotiations were conducted with 
Emera Inc., the parent company of Nova Scotia Power Inc., regarding the purchase and sale of 
selected assets used in coal transportation and distribution. On December 18, 2001, CBDC 
and Emera reached an agreement on a transaction which included the International Pier, the 
railway equipment and rail line as well as the rail maintenance center and other associated 
surface assets. These assets continue in use in the local area. 


Recognizing the ramifications of the May 2001 announcement for the workforce, the Corporation 
immediately entered into discussions with the employee representatives regarding an appropriate 
human resource strategy for those employees who would be affected. These discussions lead to 


formation of a Joint Planning Committee under the Canada Labour Code and concluded with 


an arbitrator’s decision on the terms of an adjustment package for the employees. The package 
included additional early retirements, enhanced severance payments and extended medical 
benefits. 


Concurrent with the closure of operations, a decision was made with the approval of the Office 
of the Superintendent of Financial Institutions to terminate the Corporation’s two pension plans. 
These pension plans are in a sound financial position and have sufficient funds to fully cover 
the accrued benefits of all plan members. 


With the wind-up of operating activities at the end of 2001, the Corporation’s focus now is on 
addressing the substantial liabilities which remain. A multi-year environmental remediation 
and site reclamation program is being undertaken through a partnership with Public Works and 
Government Services Canada which will act as project manager for the various components of 
this program. The Corporation is also attending to its accrued obligations to former employees 
in respect to early retirements and pensions, severance payments and other post-employment 
benefits. 


I wish to acknowledge the efforts of our employees over the past year. Despite the imminent 
cessation of their employment, they performed their work in a responsible and commendable 
manner. 


! also want to thank the members of the Board of Directors for their continued strong support 
and for their leadership through decision-making on the very challenging issues which they had 
to consider. 


Viv 


Merrill D. Buchanan 
President 
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Financial Review 


Coal operations generated revenue for the fiscal year 2001/02 of $52.5 million. In comparison, 
total revenue for 2000/01 was $76.9 million. The reduction is due to the closure of Prince 
Colliery in the eighth month of fiscal year 2001/02 and the sale of surface assets in the ninth 
month. 


Coal sales of 726,000 tonnes accounted for $35.7 million. Total production for the fiscal year 
was 703,000 tonnes. Revenues associated with offloading, handling and transportation of 
imported coal through the International Pier and the Devco Railway, and other income contributed 
an additional $16.8 million. 


Cost of product sold was $41.5 million compared to $62.9 million the previous year. The 
reduction relates primarily to the closure of Prince Colliery and the sale of surface assets resulting 
in the elimination of associated costs. General and administrative costs for fiscal year 2001/02 
were $4.1 million compared to $7.9 million last year. 


Included in the closure and residual activity costs is $93.5 million for early retirement and 
severance benefits. Of this, $78.0 million was for the 2001 Prince Colliery closure Human 
Resource Strategy. A net gain from disposal of assets of $22.5 million resulted primarily from 
the sale of surface assets to Emera Inc. for approximately $32.0 million. During 2001/02 Nova 
Scotia Power Inc. paid $12.5 million as part of an amending agreement that changed the expiry 
date of the long-term coal supply contract from December 31, 2010 to December 31, 2005. 


Workers’ compensation, pensions and employee future benefits includes the cost of benefits 
specified and administered by the Workers’ Compensation Board of Nova Scotia, and pension 
costs for the year. These costs are determined on the basis of actuarial valuations. 


The loss for the year was $96.3 million before government funding. The Government of Canada 
provided parliamentary appropriations in the amount of $65.5 million to cover the cash loss for 
the year and payment of liabilities incurred in earlier years. 


The activities of the Corporation in the year were financed from three main sources. Cash 
receipts from customers totalled $76.4 million. Net proceeds from sale of capital assets were 
$31.5 million. Government funding received during the year was $45.8 million. Of this, $2.8 
million was carried over as a receivable from the previous year, while $22.5 million of this 
year’s appropriation was receivable at year end. On the cash disbursements side, $82.3 million 
was used to pay for early retirement, severance benefits and pensions, $58.5 million was paid to 
suppliers and employees, and a working capital advance of $10.0 million was repaid. 
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Six Year Statistical Summary 


Financial (millions of dollars) 2002 


Revenue 

Profit (Loss) from Current Operations 
Loss for the Year (before government funding) 
Capital Expenditures 

Government Appropriation 


Sales (000’s tonnes) 
Nova Scotia Power 
Export 

Other Domestic 
Total 


Saleable Production 
Tonnes (000’s) 
Output/Manshift (Tonnes) 


Employees (Total)* 


*at year-end 


Sales Revenue (millions of dollars) Profit (Loss) from Current Operations 
(millions of dollars) 
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Human Resources 


The workforce was substantially reduced from 575 employees at the start of the year to 45 employees 
remaining at year end. Early retirement and severance packages accounted for the reductions. 


The programs were implemented as a result of the May 16, 2001 announcement regarding the 
closure of Prince Mine by the fall 2001 and the planned sale of surface operations. An arbitrator’s 
decision concerning the group termination of employment at CBDC, rendered on October 12, 2001, 
resulted in an additional 97 employees qualifying for an early retirement package. Four hundred 
employees were provided with an enhanced severance package. These employees were also eligible 
to receive a $12,000 education/relocation allowance. 


Financial counselling sessions continued to be made available to all employees through an 
independent accounting firm. Employees were encouraged to attend both group and individual 
sessions. Those who took advantage of the counselling found the sessions beneficial in organizing 
their financial affairs and budgeting for the future. 


The Corporation also continued to provide counselling services to its employees by way of its 
Employee Assistance Program. 


Following the May 16 closure announcement, CBDC management met with representatives of the 
four bargaining units as well as non-union employee representatives in an effort to discuss and 
determine requirements for further Human Resource Strategy meetings. It was agreed the United 
Mine Workers of America, the Corporation’s largest bargaining unit, would meet separately from 
the remaining four groups (non-union, CUPE, CAW and IAM). Each group met with CBDC 
representatives on five separate occasions between May 29 and June 28, 2001. 


On July 4, 2001 the Corporation submitted a Notice of Group Termination to the Minister of Labour, 
which resulted in the formation of a formal Joint Planning Committee (JPC). All employee group 
representatives then met with CBDC officials on July 6, 2001 to structure a formal JPC. Following 
several meetings throughout the month of July, the parties, unable to reach a satisfactory Labour 
Adjustment Program, signed a joint application for an arbitrator to be appointed under the Canada 
Labour Code, outlining the items in dispute. On September 7, 2001, the Minister of Labour appointed 
Ms. Susan Ashley as arbitrator. 


The arbitrator's decision was released on October 12, 2001 and provided measures relating to: 


¢ Early Retirement Incentive Program — age prorated benefits for 25 years and more of service 

¢ Severance — 5 weeks/year of service 

* Re-education and Relocation Benefits — fixed dollar fund with a Committee to oversee 

* Medical Benefits — coverage for equivalent period to severance for those with under 20 years 
service; and to age 65 for those with over 20 years service. 

¢ Disputes — established a procedure for dispute resolution 
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Implementation of these measures was undertaken in a timely manner by the Corporation with the 
cooperation and assistance of the employee representatives on the Joint Planning Committee, the 


unions, and non-unionized employees. 


The two Career Opportunity Centers, established in 2000 to assist former employees in seeking 
alternate employment, completed their second year and are continuing to be very beneficial. Former 
employees are assisted with services such as career assessment, resume writing, interviewing practice 
and job finding techniques. In addition, the Centers offer access to a wide range of office support 
and equipment including fax machines, photocopiers, and computer (internet) equipment. The 
services have expanded to include General Educational Development (GED) Preparation, Safety 
Training, Technical Math and Computer Courses. During the second year, (April 2001-March 2002), 
231 former employees found new employment; 80 accepted part-time positions; 90 enrolled in 
long-term training (university/technical), 87 took GED programs, 28 took Technical Math; and 196 
completed customized training programs. 
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Pension Plans 


The Corporation is the administrator of two registered pension plans on behalf of the employees of 
the Corporation. The plans are registered for purposes of the Pension Benefits Standards Act, 1985 
and the Income Tax Act. The plans consist of a contributory and a non-contributory plan. Both 
plans are defined benefit plans with the benefits generally based on employees’ length of service 
and, in the case of the contributory plan, on the amount of career earnings. 


Both the 5% Contributory Plan and the Non-Contributory Plan, were terminated as of December 
31, 2001 due to the reduction in employees resulting from the closure of Prince Colliery and the 
sale of the surface operation assets. The Office Superintendent of Financial Institutions (OSFI) 
approved the termination of the plans. 


Based on this change, CBDC requested quotes for the purchase of annuities in order to provide 
monthly pension payments to eligible members. Standard Life Assurance Company was the 
successful bidder and monthly payments began in May 2002. This annuity purchase resulted in a 
transfer of pension plan assets to Standard Life of approximately $27.9 million for the Contributory 
Plan and $167.7 million for the Non-Contributory Plan. The annuity purchase prices are subject to 
final adjustment based on verification of pensioner data. Also, as a result of the termination of the 
plans a large number of members have exercised the various options under the plans regarding 
transfer of commuted values. It is expected that the remainder of the commuted value transfers will 
occur in the upcoming fiscal year. The Corporation will continue the process of winding up the 
plans in accordance with the Pension Benefits Standard Act, 1985 and in consultation with the 
Office of the Superintendent of Financial Institutions (OSFI). 


Investment returns on assets in both plans were positive for the year, although significantly reduced 
from recent years due to market conditions. On a wind-up basis, net pension fund assets remain in 
a positive position to satisfy all actuarial valued liabilities. 


Non-Contributory Pension Plan Funded Position 


300 
250 
< 200 
= ae Assets 
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Liabilities 
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Board of Directors Role and Responsibilities 


The Board of Directors of the Cape Breton Development Corporation is responsible for the man- 
agement of the business and affairs of the Corporation. The President is the chief executive officer 
of the Corporation and has, on behalf of the Board, the direction and control of the business. The 
Board’s main responsibilities are to: 

* approve the Corporation’s strategic direction and corporate plan; 

* approve the operating and capital budgets; 

* monitor corporate performance; 

¢ make, amend or repeal any by-laws that regulate the business or affairs of the Corporation; 


¢ ensure that proper financial management practices and control systems are maintained; and 


* approve the annual financial statements. 


Board/Committee Structure 


The Board of Directors is comprised of the Chairman, the President and C.E.O., and five other 
directors. The Chairman and the President are appointed by the Governor in Council, after consul- 
tation with the Lieutenant Governor in Council of Nova Scotia. The other directors are appointed 
by the Minister with the approval of the Governor in Council. Two of these other directors are 
appointed on the recommendation of the Lieutenant Governor in Council of Nova Scotia. 


The Board of Directors holds meetings as required throughout the year to perform its responsibili- 
ties. During the 2001/02 fiscal year, the Board held eight meetings. To fulfill some of its responsi- 
bilities and to assist the Board in making decisions, the Board has formed three committees. These 
committees and the responsibilities of each are as follows: 


Audit Committee 


* considers the audit plans of the Corporation’s external auditor; 


* reviews the Corporation’s annual audited financial statements and recommends on approval of 
these statements and on acceptance of the auditor’s report by the Board; 


* oversees internal audit of the Corporation; and 


* reviews and advises the Board on the plan and report of any Special Examination of the Corpo- 
ration. 
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Environment Committee 


* develops and recommends, for Board approval, an overall Environmental Management Plan for 
the Corporation which will establish policies and objectives to ensure compliance with all ap- 
plicable environmental laws; 


* reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 


¢ discusses, investigates and monitors the main categories of applicable environmental risks and 
consequences relevant to the Corporation’s circumstances; and 


* ensures that the Board is informed on all significant environmental issues affecting the Corpo- 
ration. 


Pension Fund Investment Committee 

¢ develops and, from time to time, amends the statements of investment policies and goals for the 
pension funds; 

* monitors the investment returns and performance of the fund managers; 


* recommends to the Board on the engaging of professional advisors such as consulting actuar- 
ies, plan trustees, investment managers, and such other experts as may be required to prudently 
handle investment functions; and 


* inconsultation with the Pension Board, makes recommendations to the Board of Directors on 
proposed pension plan amendments. 
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FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information in 
this report are the responsibility of management and have been approved by the Board of Directors. The 
financial statements include some amounts that are necessarily based on management's best estimates and 


judgement. 


The financial statements have been prepared by management in accordance with Canadian generally ac- 
cepted accounting principles. Financial information presented elsewhere in the annual report is consistent 
with that contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management main- 
tains financial and management control systems and practices designed to provide reasonable assurance that 
transactions are authorized, assets are safeguarded and proper records are maintained in accordance with the 
Financial Administration Act and regulations as well as the Cape Breton Development Corporation Act, the 
Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and by-laws of the 
Corporation. The system of internal controls is augmented by Internal Audit which conducts periodic re- 
views of different aspects of the Corporation's operations. In addition, the internal and external auditors 
have ready access to the Audit Committee of the Board, which oversees management's responsibilities for 
maintaining adequate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation's auditor, the Auditor 
General of Canada, and her report 1s included herein. 


Anin—— PGE 
Merrill D. Buchanan, CA Chris Jewett, CMA 
President Senior Financial Officer 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order 
to carry out this responsibility, the Committee, composed entirely of directors independent of management, 
meets at least twice a year to review the Corporation's financial statements and recommend their approval to 
the Board of Directors. The Audit Committee also reviews any reports prepared by the Corporation's inter- 
nal and external auditors relating to its accounting policies and procedures, as well as its internal controls. 
The Committee meets independently with management and auditors to review the involvement of each in 


the financial reporting process. These meetings are designed to facilitate any private communication with 
the Committee desired by each party. 


seph M. MacMullen, FCA 
Chairman of the Audit Committee 
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AUDITOR'S REPORT AND FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 
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YEAR ENDED MARCH 31, 2002 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 2002 
and the statements of operations and deficit and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation's management. My responsibility is to 
express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and _ significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2002 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and the 
by-laws of the Corporation. 


John Wiersema, CA 
Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
May 17, 2002 
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BALANCE SHEET 
AS AT MARCH 31, 2002 (in thousands of dollars) 


Assets 
Current assets 

Cash 
Accounts receivable, net (Note 4) 
Parliamentary appropriation receivable (Note 5) 
Inventories 

Coal 

Operating materials and supplies 


Capital assets (Note 6) 
Accrued pension asset (Note 7) 


Liabilities 
Current liabilities 
Accounts payable and accruals 
Working capital advances (Note 5) 
Current portion of long-term accrued obligations (Notes 8, 9, 10 and 11) 


Accrued obligation for early retirement and severance benefits (Note 8) 
Accrued obligation for workers' compensation (Note 9) 

Accrued obligation for environmental costs (Note 10) 

Accrued obligation for other employee future benefits (Note 11) 


Deficit 


Deficit of Canada 


Future of the Corporation (Note 2) 
Commitments and contingencies (Note 12) 
See accompanying notes to the financial statements. 


Approved by the Board 


16 Cape Breton Development Corporation Annual Report - 2001/2002 


34,918 


40,556 


230,453 
135,939 
104,415 


9,328 


540,691 


(485,953) 


$ 54,738 


2001 


$ 5,688 
33,605 
2,831 


1,066 


ie) 


44,985 


13,090 
13.426 


$ 71.501 


$ 18,206 
10,000 


BPROLS) 


60,801 


211,492 
138,340 
106,649 


9355 


526,635 


(455.134) 


$ TAL 3X0) 


STATEMENT OF OPERATIONS AND DEFICIT 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


COAL OPERATIONS 
Revenue 


Expenses 
Cost of product sold 
External freight 
General and administrative 
Amortization 


Profit (loss) from coal operations 


CLOSURE AND RESIDUAL ACTIVITIES 
Early retirement and severance benefits (Note 8) 


Workers’ compensation, pensions and other employee future 


benefits (Notes 7, 9 and 11) 
Lease settlement (Note | 2a) 
Gain from disposal of assets 
Coal sales contract termination (Note 13) 
Capital asset write-down 


Net cost of closure and residual activities 


Loss before taxes 
Corporate taxes (Note 14) 


Loss for the year before government funding 


Government funding 


Parliamentary appropriation to fund cash requirements (Note 5) 


Net (loss) profit after government funding 
Deficit, beginning of year 


Deficit, end of year 


See accompanying notes to the financial statements. 
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2002 


$ 52,479 


93,452 

36,689 

3,141 
(22,517) 
(12,461) 


98,304 


(96,187) 
132 


(96,319) 


65,500 


(30,819) 
455,134 


$ 485,953 


WN 
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$ O35 


62,903 
873 
7,863 
HENS, 
78.958 


(2,023) 


3,467 
20,075 


a= 10511 
34.053 


(36,076) 
4] 


(36,117) 


64.906 
28,789 


483,923 


$ 455.134 
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STATEMENT OF CASH FLOWS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


Cash flows from: 
Operating activities: 

Cash receipts from customers 

Government funding received 

Cash paid to suppliers and employees 

Cash paid for early retirements, severance benefits and pensions 
Financing activities: 

(Repayment) receipt of working capital advances 
Investing activities: 

Purchase of capital assets 

Proceeds from sale of capital assets 
Increase in cash 
Cash, beginning of year 


Cash, end of year 


See accompanying notes to the financial statements. 
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2002 


$ 76,374 
45,841 
(58,512) 


82,266 
(18,563) 


(10,000) 


(27) 
31,507 
31,480 

2,917 


5,688 


$ 8,605 


i 
= 
—) 
— 


$ 47,452 
84,075 
(67,271) 


(70,318) 
(6,062) 


10,000 


(1,647) 
(1,647) 
ZN 


pee ee y 


$ 5.688 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


i 


AUTHORITY AND OBJECTIVES 


The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal industry on 
Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part I corporation for purposes of the 
Financial Administration Act. The Corporation is carrying out restructuring activities as outlined in Corporate 
Plans approved by the Governor in Council. The Government of Canada is providing funding support for these 
activities by means of annual appropriations. The Corporation is economically dependent on the Government of 
Canada. 


As allowed for in the Cape Breton Development Corporation Act, the Government of Canada can provide repayable 
advances for working capital purposes up to a limit of $50,000. 


The Corporation is subject to provisions of the Income Tax Act. 


FUTURE OF THE CORPORATION 


In 2000, the Cape Breton Development Corporation Divestiture and Dissolution Act was proclaimed. This Act 
provides for the sale of assets, winding up of the affairs of the Corporation and its eventual dissolution on a date to 
be fixed by the Governor in Council. 


As aresult of a January, 1999 decision made by the Government of Canada, the Corporation initiated a process to 
sell all of the Corporation’s operations. On May 16, 2001, the Government of Canada announced that it could not 
find a suitable buyer for Prince Colliery. The Corporation ceased all active operations, closed Prince Colliery and 
terminated substantially all of its employees in December, 2001. 


The Corporation sold the International Pier and the Devco Railway in December, 2001. The Corporation is 
continuing efforts to sell surplus assets. 


These financial statements reflect the impact of decisions to cease operations and sell assets to the extent that such 
decisions were made by March 31, 2002, and their impact can be reasonably determined. These statements reflect 
management’s best estimates of the costs associated with the January, 1999 decision and the May, 2001 
announcement. 


ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies described below are appropriate under the current 
circumstances. 


a) Management Estimates 
The preparation of financial statements in conformity with Canadian generally accepted accounting principles 


requires management to make estimates and assumptions that affect the reported amount of assets, liabilities, 
revenues, expenses and the disclosure of contingent liabilities at the date of the financial statements. Despite 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


c) 


e) 


the use of the Corporation's best estimates, it is reasonably possible that the amounts related to the accrued 
obligation for workers' compensation, the accrued pension asset, the accrued obligation for early retirement 
and severance benefits, and the accrued obligation for environmental costs could change materially in the near 


term. 
Parliamentary Appropriations 


Parliamentary appropriations provided to fund cash requirements are recorded on the statement of operations 
and deficit in the year approved. 


Fair Values 
The fair values of financial instruments are determined as follows: 
e Accrued pension asset - using an actuarial valuation. 


* Current portion of accrued obligations - using cash flows of estimated future payments without 
discounting. 


¢ Accrued obligation for early retirement and severance benefits - using discounted cash flows of estimated 
future payments for early retirements, based on current interest rates. 


¢ — Accrued obligation for workers’ compensation - using an actual valuation. 


° Accrued obligation for environmental costs - using estimated future payments, with discounting where 
applicable. 


¢ — Accrued obligation for other employee future benefits - using discounted cash flows of estimated future 
payments, based on current interest rates. 


Inventories 
Coal is valued at the lower of full cost and estimated net realizable value, based on net contract price. 


Operating materials and supplies are valued at the lower of cost, determined on a weighted-average basis, and 
net realizable value. 


Capital Assets 
Capital assets are valued at the lower of cost less accumulated amortization and the estimated net recoverable 


amount. The Corporation has provided, until the date of sale or closure, amortization on its capital assets 
{Le anes (aoe hg Te nee see een ‘ i A “ : ~ : 5 
based on their estimated remaining useful lives, using the straight-line method of calculation, as follows: 


Prince Colliery 2-10 years 
Devco Railway 4-15 years 
Other assets 4-2() years 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


f) 


g) 


h) 


i) 


Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related costs, net of plan assets, 
as the benefits accrue to employees. The Corporation has adopted the following policies: 


¢ The cost of pensions is actuarially determined using the projected benefits method pro rated on service 
and management's best estimate of expected plan investment performance, salary escalation, and retirement 
ages of employees. For the purposes of calculating the expected return on plan assets, those assets are 
valued at fair value. The discount rate used to calculate the interest cost on the accrued benefit obligation 
is the long-term market rate at the measurement date. Current service pension costs are included in the 
cost of product sold. 


* The cost of other employee future benefits is based on the net present value using management's best 
estimate of inflation rates for health and related benefits, usage rates and mortality rates. The portion of 
the liability related to a life insurance benefit to retirees over the age of 65 is actuarially determined. The 
cost of these other employee future benefits is included in workers' compensation, pensions and employee 
future benefits. Management recognizes changes in the net present value of these liabilities from the 
original estimate based on the results of actual experience. 


Accrued Obligation for Early Retirement and Severance Benefits 


The accrued obligation for early retirement and severance benefits represents the net present value of liabilities 
for early retirement incentives, severance, and education and relocation allowances related to workforce 
reductions when the decision has been approved by the Government of Canada and an estimate of the anticipated 
future costs can be reasonably determined. 


Changes in the net present value of this liability from the original estimate are based on the results of actual 
experience and changes in management’s assumptions. 


Accrued Obligation for Workers' Compensation 


The accrued obligation for workers’ compensation represents the actuarially determined net present value of 
liabilities for benefits for work-related injuries of current and former employees when awards are approved by 
the Workers' Compensation Board of Nova Scotia, or legislative amendments are made and the anticipated 
future costs can be reasonably calculated. No amount is recognized for future administrative costs. 


Changes in the net present value of this liability are based on updated actuarial estimates of future costs as a 
result of actual experience and changes in actuarial assumptions. Adjustments arising from actuarial gains 
and losses are recognized in the year in which they occur. 


Accrued Obligation for Environmental Costs 


The accrued obligation for environmental costs represents anticipated future environmental costs based on 
management's best estimate of the cost of complying with its interpretation of the requirements of appropriate 
environmental laws and regulations. These costs exclude any future salvage value that may be realized in 
carrying out these environmental actions. Amounts are discounted where future ongoing payments are 
anticipated. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


4. ACCOUNTS RECEIVABLE, NET 


Accounts receivable, net are comprised of the following: 


2002 2001 

Nova Scotia Power Inc. $ - $ 32,383 
Emera Inc. 19,386 = 
Corporate taxes receivable 829 805 
Other receivables 1,956 417 
$ 22,171 $ 33,605 


5. GOVERNMENT FUNDING 


During 2001/02, the Government of Canada provided the Corporation with an appropriation of $65,500 (2001 - 
$64,906) approved by the Parliament of Canada to fund cash requirements related to early retirement, severance, 
workers’ compensation, environment, and other obligations recognized in prior years. 


As at March 31, 2002 working capital advances were nil (2001 - $10,000). Working capital advances are provided 
by the Government of Canada, based on cash flow requirements. The advances bear interest at the Crown corporation 
borrowing rate for terms of one year or less and are repayable within one year. The effective rate of interest during 


2001/02 was 4.7%. 


6. CAPITAL ASSETS 


2002 2001 
Accumulated Accumulated 
Adjusted Amortization Net Adjusted Amortization Net 

Cost and Write- Book Cost and Write- Book 

Base Downs Value Base Downs Value 
Prince Colliery $ 172,739 $ 172,739 $ - Sl 25739 $ 170,539 $ 2,200 
Phalen Colliery 286,791 286,791 - 286,791 286,791 - 

Donkin-Morien 

' Development Project 80,679 80,679 - 80,679 80,679 = 
Coal Preparation Plant 111,933 111,933 - PROS 3 ROSS = 
Devco Railway - - - 95252. 85,162 10,090 
Other assets D5,222 54,395 827 66,961 66,161 800 
$ 707,364 $ 706,537 $ 827 $ 814,355 $ 801,265 $ 13,090 


Changes in value reflect the sale of assets and amortization. The balance of net book value represents land 


holdings and sundry capital assets. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


7. PENSIONS 


The Corporation maintains defined benefit pension plans on behalf of employees of the Corporation. There are 
two major plans, consisting of a contributory and non-contributory plan. Benefits generally are based on employees' 
length of service and rate of pay. The present value of pension plan benefits and current pension expense are 
independently determined by the Corporation's actuary based on assumptions provided by management. The 
determination of pension expense and the valuation of the accrued pension asset could be significantly different 
if the key assumptions provided by management vary from those planned. 


As a result of the May 16, 2001 announcement, substantially all of the Corporation’s employees were terminated 
by December, 2001. The Office of the Superintendent of Financial Institutions has given approval to terminate 
both of the Corporation’s pension plans, effective December 31, 2001. 


As part of the termination process, annuities have been purchased for all pension benefit recipients. Those who 
are not currently eligible for pension benefits have the option of receiving the commuted value of their benefits or 
a deferred annuity. The financial statements reflect the curtailment of the pension plans as at December 31, 2001 
and disclose settlements with pensioners and former employees to March 31, 2002. The curtailment has been 
accounted for by recognizing a valuation allowance against the remaining accrued pension asset at March 31, 
2002. As at March 31, 2002 there have been no settlement gains or losses recognized by the Corporation. 


The significant actuarial assumptions adopted in measuring the Corporation's pension obligations are a discount 
rate of 6% (2001 - 6%) and an expected long-term rate of return on plan assets of 6% (2001 - 6%). The total 
pension expense for the year for both plans is $13,426 (2001 - $7,211). The current service portion of $2,082 
(2001 - $2,912) is included in the cost of product sold. The valuation allowance is $34,589 (2001 - $21,058) 
which represents the full value of the accrued pension asset at March 31, 2002. 


The Corporation's pension assets and obligation for the non-contributory pension plan as at March 31 consist of: 


2002 2001 
Pension fund assets (fair value) $ 73,768 $ 289,737 
Accrued pension obligation (actuarial value) 49,616 276,733 
Net pension fund assets $24,152 $13,004 
Accrued pension asset, net of valuation allowance $ - $ MONS 
Pension contributions - employer $ $ = 
Pension expense (income) $ 9,956 (LAND) 
Commuted value transfers and benefits paid $ 55,916 $ 40,067 
Annuity purchase payment $ 167,681 $ - 
Determination of pension expense (income) for the year is calculated as: 
2002 2001 
Current serivce cost $ 533 $  =1,458 
Interest on pension obligations 9,154 17,960 
Return on fund assets (9,568) (17,222) 
Amortization of gains ; (3,294) (10,630) 
Change in valuation allowance 13,131 7209 
$ 9,956 $ (1,051) 


Pension expense (income) 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


The Corporation's pension assets and obligations for the contributory plan as at March 31 consist of: 


2002 2001 
Pension fund assets (fair value) $ 33,656 S [5,282 
Accrued pension obligation (actuarial value) 2529 63.280 
Net pension fund assets $ 10.437 SON. 
Accrued pension asset, net of valuation allowance pale $ __ 3.470 
Pension contributions - employer $ = $ : 
Pension contributions - employee $ 658 $ 617 
Pension expense $ 3,470 $ 8,262 
Commuted value transfers and benefits paid $ = §=. 17,081 $ 5,381 
Annuity purchase payment $27,931 $ - 
Determination of pension expense for the year is calculated as: 

2002 2001 
Current service cost $ 1,549 Laie 
Interest on pension obligations 2,307 3,930 
Return on fund assets (2,914) (4,428) 
Amortization of losses (gains) 2,127 (2,694) 
Change in valuation allowance 401 10,000 
Pension expense $ 3,470 S. $26) 


The dispositions of any final net pension fund assets in the pension plans will require the approval of the Office of 
the Superintendent of Financial Institutions. Any impact on the Corporation’s financial position will be reflected 


when such approval is given. 


In addition to the two Corporation pension plans, certain employees are covered by the Public Service 
Superannuation Plan administered by the Government of Canada. Contributions to the Plan are required from 
both the employee and the Corporation. Contributions with respect to current service are expensed in the current 
period. Contributions with respect to past service benefits are expensed when paid. The Corporation is not 
required under present legislation to make contributions with respect to actuarial deficiencies of the Public Service 


Superannuation Account. 


Contributions to the Public Service Superannuation Plan consisted of: 


2002 2001 
Contributions by the Corporation $ 446 $ 543 
Contributions by employees $ 196 $ 261 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


8. 


ACCRUED OBLIGATION FOR EARLY RETIREMENT AND SEVERANCE BENEFITS 


This accrued obligation consists of estimates of the cost of early retirement and severance initiatives when approval 
of such decisions is obtained. Components included are early retirement payments, cost of expected benefits, 
severances and re-education allowances. The early retirement payments and benefit costs are calculated using the 
net present value (at 6% interest rate) of anticipated future cash flows. All other amounts are recorded without 
discounting. Changes to these estimates based on actual experience are recognized in the statement of operations 
and deficit. 


During 2001/02, the Corporation recognized $77,944 as an expense in for the human resource strategy resulting 


from the closure of Prince Colliery. The cost of this human resource strategy is based on the arbitration decision of 


October 12, 2001. The statement of operations and deficit also includes a charge of $15,508 (2001 - $3,467) for the 
actual experience and interest charges on existing programs, and changes in management's estimate. Management 
made significant assumptions in preparing estimates of this accrued obligation, including: interest rates for discount 
factors and price indexation for the non-current portion of the liability; planned date of employee reductions: Canada 
Pension disability award rates; health and other benefit price indexation; and the number of reductions. The estimate 
of liabilities, based on the above, could be significantly different if the key assumptions used by management for 
major determinants of the estimate vary from those planned. Management recognizes changes in this liability from 
the original estimate based on updated assumptions and actual experience. Management's estimate for the remaining 
liabilities associated with early retirement and severance benefits at March 31 1s: 


2002 2001 

Human resource strategy (1999) $ 133,763 $ 142,042 
Human resource strategy (1996) SOMSS 64,392 
Human resource strategy (2001) 45,745 - 
Lingan Colliery closure 9,984 14,163 
Other early retirement incentives 10,255 295 
258,880 231,892 

Less: current portion 28,427 20,400 
Non-current portion $ 230,453 Saag? 


ACCRUED OBLIGATION FOR WORKERS’ COMPENSATON 


The Corporation's accrued obligation for workers' compensation represents the unfunded liability for the costs of 
benefits specified and administered by the Workers' Compensation Board of Nova Scotia for work-related injuries 
of current and former employees. The actuarially determined liability consists of: long-term disability permanent 
awards in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, 
comprised mainly of pension payments for past claims; and other costs consisting mainly of temporary 
compensation, rehabilitation and medical aid in respect of past claims. These amounts are presented on a net 
present value basis, excluding future administration costs. The actuary used assumptions, as agreed with 
management, in the calculation of the liability including: inflation rates, interest rates, mortality rates and aggregate 
claim projections for incidents which have occurred. The actuarial liability could be materially different if 
assumptions on which the valuation is based vary significantly in future years. Changes in the liability are recognized 
based on extrapolation of actuarial results and adjustments arising from actuarial gains and losses in the year in 
which they occur. The statement of operations and deficit includes a charge of $28,357 (2001 - $17,687) for the 
cost of workers’ compensation related to accidents that occurred in the year, interest charges on the workers' 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


10: 


compensation obligation, administration costs, and changes in actuarial assumptions. The cost of accidents during 
the year of $1,981 (2001 - $1,969) is included in the cost of product sold. 


The Corporation's workers! compensation costs and obligations at March 31 consist of: 


2002 2001 
Workers' compensation obligations (actuarial value) $ 158,215 $ 146,869 
Less: current portion 2,276 8,529 
Non-current portion $ 155,939 $ 138,340 
Workers' compensation expense $ = 28,357 So G68 7 
Workers’ compensation payments $17,011 Selo I89 


ACCRUED OBLIGATION FOR ENVIRONMENTAL COSTS 


The Corporation has recorded its best estimate of anticipated future costs of environmental issues related to the 
decision on the future of the Corporation including: building demolition, clean-up, earthworks, water treatment 
and other reclamation works. This provision is based on management's best estimate of the cost of complying 
with its interpretation of the requirements of appropriate environmental laws and regulations. 


The Corporation’s estimate of that liability is a best estimate based on a range provided by consultants’ reports. 
During 2001/02, Public Works and Government Services Canada (PWGSC) was engaged to manage four pilot 
remediation projects. In January, 2002, PWGSC completed a detailed ten-year closure plan. This plan and the 
results of the pilot projects support the reasonableness of the estimated liability. Approval and funding for carrying 
out this program will be requested from the Government of Canada. 


The estimate of the liability is based on significant assumptions made by management reflecting the announced 
future direction of the Corporation, including: definition of appropriate legislation, regulations and industry 
practice; likely action required to meet the appropriate legislation, regulations and industry practice; approval and 
funding from the Government of Canada; the nature and extent of past and present environmental concerns; the 
extent of actions necessary to deal with long term management of mine water; the extent of remediation required 
at the Victoria Junction Coal Preparation Plant; and discount rates used. Such estimates are subject to adjustment 
based on changes in laws and regulations and as new information becomes available. The estimate of the liability 
based on the above could be significantly different if the key assumptions used by management for determination 
of the estimate vary from those planned. 


‘The liability at March 31 is: 


2002 2001 
Accrued obligation for environmental costs $ 107,915 S: 109,519 
Less: current portion 3,500 2,870 
Non-current portion $ 104,415 $ 106,649 


26 Cape Breton Development Corporation Annual Report - 2001/2002 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2002 (in thousands of dollars) 


a 


12: 


13: 


OTHER EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation's 
Compassionate Disability pension to age 65, a life insurance benefit to retirees over the age of 65 and a retiring 
allowance. The present value of these unfunded benefit plans is determined on the basis of management assumptions. 


The significant management assumptions adopted in the calculation of the liability include interest rates for discount 
factors of 6%, health and other benefit price indexation of 8%, and mortality rates. The liability could be materially 
different if assumptions on which the estimate is based vary significantly in future years. The statement of operations 
and deficit includes a credit of $1,031 (2001 - charge of $58) in future employee benefit costs as a result of 
avoiding future obligations because of the closure of Prince Colliery. Management’s estimate for the liabilities 
associated with other employee future benefits at March 31 is: 


2002 2001 
Other employee future benefits $ 10,043 $ 10,149 
Less: current portion 715 796 
Non-current portion $ 9,328 $ 9353 


COMMITMENTS AND CONTINGENCIES 


a) During 2001/02, the Corporation moved its corporate administration offices from the General Mining Building 
that it had occupied for seventeen years, into the vacant Phalen Colliery Administration Building. The remaining 
three years of the twenty-year lease on the General Mining Building were discharged in 2001/02 with a final 
payment of $3,141. 


b) In the ordinary course of business, various claims and lawsuits have been brought against the Corporation. It 
is the opinion of management that the settlement of these actions will not result in any material liabilities 
beyond any amounts already recorded. The Corporation intends to oppose these matters in their entirety. 


c) The Corporation self insures against the potential loss of underground assets and for a portion of its liability 


insurance. 


LONG-TERM AGREEMENT 


In 2001/02, the Corporation received a contract termination fee of $12,461 as part of an amending agreement with 
Nova Scotia Power Inc., that changed the expiry date of the long-term coal supply agreement from December 31, 
2010 to December 31, 2005. This agreement was terminated in December, 2001, without penalty, as a result of 
the closure of Prince Colliery. 
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14. CORPORATE TAXES 


15 


16 


The Corporation is subject to Part I Tax on income from a business and the Large Corporations Tax. The Corporation 
is not subject to the Nova Scotia Tax on Large Corporations. 


The corporate tax expense of $132 (2001 - $41) relates to Large Corporations Tax for the year 2002. 


RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, agencies 
and Crown corporations. The Corporation enters into transactions with these entities in the normal course of business. 
In addition to these transactions, the Government of Canada provides appropriations and working capital advances to 
the Corporation. 


The Chairman of the Board of Directors of the Corporation has ownership interests and/or serves on the Board of 
Directors of companies which conduct business with the Corporation. The transactions between these parties relate 
mainly to the transportation of coal. These transactions are within the normal course of business and are subject to 
necessary approval and disclosures which exclude the participation of the Chairman of the Board of Directors of the 
Corporation. 


COMPARATIVE FIGURES 


Certain of the comparative figures in these financial statements have been restated to conform with the current 
presentation. 
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Cape Breton Development Corporation 


Year Ended March 31, 2003 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 and is 
wholly owned by the Government of Canada. In 2000, the Cape Breton Development Corporation Divestiture 
Authorization and Dissolution Act was passed by Parliament. The Corporation, which is located on Cape 
Breton Island, Nova Scotia, closed its last coal mine in the fall of 2001. Also at that time, a sale of surface 
assets including the pier, railway and other associated assets was concluded. The residual activities of the 
Corporation involve addressing significant obligations for benefits to former employees and for environmental 


remediation as well as disposal of the remaining assets comprised of surplus equipment and land. 
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Telephone: 902-842-2600 
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Officers 
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President 
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CAPE BRETON  SOCIETE DE 
DEVELOPMENT DEVELOPPEMENT 
CORPORATION DU CAP-BRETON 


2003-06-09 


Honourable Herb Dhaliwal, P.C., M.P. 
Minister of Natural Resources 

21st Floor 

580 Booth Street 

Ottawa, Ontario 

K1A OEF4 


Dear Mr. Minister: 


On behalf of the Board of Directors, I am pleased to enclose the Financial 
Statements and Auditor’s Report for the Corporation for the fiscal year ended 
March 31, 2003. This annual report is submitted in accordance with the provisions 
of the Financial Administration Act and the Cape Breton Development Corporation 
Act. 


Respectfully, 


LPH DS Cree 


Merrill D. Buchanan 
President 


P.O. Box 2500, Sydney, N.S., Canada B1P 6K9 Tel: (902) 842-2600 Fax: (902) 842-2589 ds 
C.P. 2500, Sydney, N-E, Canada B1P 6K9 Tel: (902) 842-2600 Fax: (902) 842-2589 anada 
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YEAR IN REVIEW 


¢ Total cash expenditures of $76.0 million were made in the year, primarily for early retirement 
payments, workers’ compensation benefits and remediation activities, with close to $67.0 
million or 88% of the total going directly into Cape Breton communities. 


¢ Pension plan wind-up activities relating to the purchase of annuities and the commuted value 
transfers for plan members were essentially completed as of March 31, 2003. 


¢ Under a partnership arrangement between the Cape Breton Development Corporation (CBDC) 
and Public Works and Government Services Canada (PWGSC), nine remediation/reclamation 
projects were undertaken with a total expenditure of $8.5 million with $6.0 million of this paid 
to Cape Breton contractors and service providers. 


¢ A Mine Water Working Group was established, comprised of representatives from the CBDC, 
PWGSC and Canmet, as well as local consultants and international research experts, to 
address potential acid mine drainage impacts. Based on the Group's work, a water treatment 
facility was constructed, along with an associated well field infrastructure, to control and treat 
acid mine drainage from a system of interconnected, flooded mines. 


¢ A Liquidation of Surplus Machinery & Equipment Policy was approved and a marketing plan 
was developed and implemented with initial progress achieved on disposal of such assets. 


¢ The Career Opportunity Centers completed a third successful year, with the continued support 
of Human Resources Development Canada, and have now assisted almost 800 former 
employees find full-time or part-time work. 


¢ Incompliance with the Financial Administration Act requirements, the Corporation had a 
Special Examination conducted by the Office of the Auditor General. 


FINANCIAL SUMMARY 


$’s in thousands 2003 2002 
Cash paid for early retirements, severance benefits and pensions $ 61,004 $82,206 
Parliamentary appropriations to fund cash requirements 46,536 65,500 
Long-term accrued obligations 494,933 539,053 
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PRESIDENT’S OVERVIEW 


The 2002/03 fiscal year was the first full year when the Corporation's entire focus was toward 
addressing the post-operations, residual activities. 


The Corporation has an estimated total liability of nearly $500 million for entitlements of the 


former employees and for environmental costs resulting from its former operations. It is 


recognized that there are a significant number of issues and activities which must be addressed 
relating to these accrued obligations. Analysis of these matters showed that some could be 
resolved in a one to two year timeframe, while others would extend over a long-term period. 


A twofold approach has been adopted for the residual activities. A small group of dedicated 
employees has been retained to perform the necessary tasks associated with concluding these 
matters. Assistance from outside service providers, consultants or professional experts are also 
sourced as required. For the issues and activities which can be fully resolved in a relatively 
short, one to two year timeframe, the focus has been to carry out the necessary work to conclude 
these items. As noted in this annual report, a number of items such as severance payments and 
pension benefits being converted to annuities or commuted value transfers have already been 
concluded. 


For the longer-term issues, such as early retirement benefits, worker’s compensation awards, 
and the sites’ remediation/reclamation requirements, the initial focus has been to bring these 
matters to a steady state, while at the same time determining the most suitable way of addressing 
these obligations over the long-term. 


It is the intention that over the upcoming year, in addition to concluding additional short-term 
activities, options will be evaluated to determine the most effective and efficient way of managing 
the long-term obligations into the future. 


I wish to acknowledge the efforts of our remaining employees over the past year. Their 
background knowledge of the Corporation’s past activities continues to be very valuable in 
dealing with the variety of residual issues. I also want to thank the members of the Board of 
Directors for their continued strong support and involvement in 2002/03. In particular, we 
acknowledge the dedicated and _ tireless efforts of Joe Shannon who served as Chairperson 


from 1995 until July, 2002. We also remember Joe MacMullen, a highly regarded professional, 


who served as a Board member from 1994 and was Chairperson at the time of his death in 
November, 2002. In August, 2002, Gary Nash of Ottawa was appointed to the Board of Directors, 


and we look forward to his involvement as the remaining activities of the Corporation are 
addressed. 


Pie hin 


Merrill D. Buchanan 
President 
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Financial Review 


Following the sale of surface operating assets and the closure of mining operations in 2001/02, the 
Corporation's human and financial resources were focused on the accrued obligations and residual 
activities in 2002/03. 


Expenses for the fiscal year 2002/03 totalled $32.8 million. Current year costs for ongoing early 
retirement and severance benefits were $20.5 million. Workers’ compensation, pension and other 
employee future benefit costs, net of actuarial estimate adjustments were $6.2 million. Remaining 
costs were $4.1 million for general and administrative expenses related to residual activities and 
$2.0 million for property and site maintenance. 


Worker's compensation, pensions and employee future benefits includes the cost of benefits specified 
and administered by the Workers' Compensation Board of Nova Scotia. These costs are determined 
on the basis of actuarial valuations. 


Disposal of surplus assets in fiscal year 2002/03 resulted in a net gain of $0.4 million. Interest and 
other income of $1.9 million brought total revenue for the year to $2.3 million. 


The net cost of activities for the year was $30.5 million before government funding. The Government 
of Canada provided parliamentary appropriations in the amount of $46.5 million to cover both the 
net cost for the current year and payment of liabilities incurred in earlier years. 


The activities of the Corporation in the year were financed from two main sources. Cash receipts 
from customers totalled $22.5 million with $19.4 million of this being from Emera Inc., representing 
the balance of the previous year's receivable in respect of the sale of assets transaction. Government 
funding received during the year was $54.5 million. Of this, $22.5 million was carried over as a 
receivable from the previous year, while $14.5 million of this year's appropriation was receivable at 
year end. On the cash disbursement side, $61.0 million was used to pay for early retirements, 
severance benefits and pensions, while $14.9 million was paid to suppliers and employees. There 
were no working capital advances required during the year. 


Special Examination 


The Financial Administration Act requires that, once every five years, a special examination be 
carried out of the financial and management control and information systems and management 
practices maintained by the Corporation. This is in addition to the regular annual attest audit function. 


Since the requirement for special examinations was established in 1984, the fourth such examination 
of the Corporation was carried out in 2002/03 by officials of the Office of the Auditor General. The 
examination reviewed selected systems and practices to determine that such are maintained in a 
manner as will provide reasonable assurance that: 


~ 


* the assets of the Corporation are safeguarded and controlled; 
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* the financial, human, and physical resources of the Corporation are managed economically and 


efficiently; and 
* the operations of the Corporation are carried out effectively. 


There were four key systems and practices selected for examination: 


¢ Management of compensation obligations for workers’ compensation, early retirement plans 
and wind-up of the pension plans; 

¢ Safeguarding and disposal of surplus assets; 

¢ Management of environment and mine closure responsibilities; and 

¢ Corporate planning and reporting. 


The findings from the special examination were presented to and accepted by the Corporation’s 
Board of Directors. 


Human Resources 


The accrued obligations in respect of former employees relating to early retirement payments (ERIP), 
worker's compensation awards, pensions and other post-employment entitlements require significant, 
ongoing administration. 


There are over 1,200 individuals currently in receipt of ERIP benefits and some of these payments 
will extend for over twenty years. As well, there are in excess of 2,000 former employees or their 
survivors in receipt of compensation awards and similarly many of these payments will extend for 
twenty or more years in the future. In addition to administering the current activity on these long- 
term obligations, the Corporation needs to assess and determine the most appropriate approach to 
managing these obligations over the long-term. 


Both the Bruce Outhouse and the Susan Ashley arbitration decisions allotted $5.0 million each 
toward an Education/Relocation Program for severed employees. Each severed employee is eligible 
to receive $12,000 toward education and/or relocation expenses. As at March 31, 2003, disbursements 
from both funds totalled $7.2 million. Approximately $3.0 million was allocated during the 
2002/03 fiscal year. The majority of the expenditures were for post secondary education purposes 
or Registered Education Savings Plan purchases. The funds have been used by 772 severed 
employees. 


The two Career Opportunity Centers, established in 2000 to assist former employees in seeking 
alternate employment, completed their third year of service and are continuing to be very beneficial. 
As a result of some remaining service requirements and the excellent working relationship between 
CBDC and Human Resources Development Canada, it was agreed to extend the closure of the 
Centers to November 30, 2003. This extension will allow the Centers to fully complete their mandate 
to provide the following services to all former employees affected by the May 16, 2001 announcement. 
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Former employees are assisted with services such as career assessment, resume writing, interviewing 
practice and job finding techniques. In addition, the Centers offer access to a wide range of office 
support and equipment including fax machines, photocopiers, and computer (Internet) equipment. 
The services have expanded to include General Educational Development (GED) Preparation, safety 
training, technical math and computer courses. During the fiscal year ended March 31, 2003, 145 
former employees found new, full-time employment and 167 accepted part-time positions. As 
well, over 600 people participated in safety training programs facilitated by CBDC personnel. 


Pension Plans 


The Corporation is the administrator of two, registered pension plans on behalf of the employees of 
the Corporation. The plans are registered for the purposes of the Pension Benefits Standards Act, 
1985 and the Income Tax Act. The plans consist of a contributory and a non-contributory plan. 
Both plans are defined benefit plans with the benefits generally based on employees’ length of 
service and, in the case of the contributory plan, on the amount of career earnings. 


Both the 5% Contributory Plan and the Non-Contributory Plan were terminated as of December 31, 
2001, due to the reduction in employees resulting from the closure of Prince Colliery and the sale of 
the surface operation assets. As of the termination date, both plans were fully funded which means 
the plans are in a financial position to provide 100% of the benefit entitlement for each plan member. 
The Office Superintendent of Financial Institutions (OSFI) approved the termination of the plans. 
The plan wind-up process involves three main components: 


1. Arranging the continuation of pension benefit payments for those already on or eligible for 
pension. 

2. Arranging commuted value transfers (moving money to an RRSP for each individual) for those 
with an accrued benefit, but not yet eligible for a pension. 

3. Determining the disposition of the surplus funds remaining in the plans after items | and 2 are 
completed. 


Component “1” required CBDC to obtain quotes for the purchase of annuities in order to provide 
monthly pension payments to eligible members. Standard Life Assurance Company was the 
successful bidder and monthly payments were assumed by Standard Life in May 2002. This annuity 
purchase resulted in a transfer of pension plan assets to Standard Life of approximately $29.7 
million for the Contributory Plan and $171.0 million for the Non-Contributory Plan. The Corporation 
is pleased to report that the final annuity purchase was essentially completed as at March 31, 2003. 


Component “2” resulted in arranging commuted value transfers for each individual. As of 
March 31, 2003 about 2,700 commuted value transfers have been processed for former employees 
with approximately $128.6 million moved out of the pension funds to various financial institutions 
at year end. At year end, this eomponent was 96% complete, and should be finished in the first 
quarter of the 2003/04 year. 
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Component “3” required CBDC to file wind-up reports with OFSI. These reports were prepared by 
the plan actuaries and were filed with OSFI in December, 2002. The estimated surpluses as of 
March 31. 2003, after the settlement of all accrued obligations, were about $33 million for the Non- 
Contributory Plan and approximately $10 million for the Contributory Plan. 


As administrator of the Plans, CBDC must determine the appropriate disposition of the pension 
fund surpluses based on the wording of the trust agreements and the plan texts. CBDC is currently 
compiling information on this matter through consultation with the plan actuaries, its legal counsel, 
and the regulatory authorities at OSFI. A course of action on disposition of the surpluses is expected 
to be determined by June 30, 2003. 


Site Reclamation/Remediation 


The Corporation entered into a strategic partnership arrangement with Public Works and Government 
Services Canada (PWGSC) in 2002. As the Government of Canada’s service provider, PWGSC has 
extensive experience in the management of real property programs. This involves aspects such as 
project management, environmental assessment and remediation, hazardous material management, 
as well as demolition and decommissioning. 


CBDC has retained a small core of technically qualified individuals with detailed background 
knowledge of CBDC’s property, processes, history and the issues facing site closure. The 2002/03 
environmental reclamation/remediation work program was prepared by PWGSC in consultation 
with CBDC. It was prepared with the recognition that the entire remediation program was to be 
completed over a multi-year timeline. Until all properties owned by the Corporation are subjected to 
a full environmental assessment, an effort will be made in the earlier years to address the following 
criteria: 


1. Undertake environmental site assessments to better define where the risks exist and define the 
long-term closure requirements. 

Address immediate risks to human health and the environment. 

Perform a variety of activities to establish best practices for future programs. 

Perform work at various properties to demonstrate overall progress. 


ESS (OOP TSS) 


The 2002/03 program involved activity on nine individual sites and cost $8.5 million. Activities 
included environmental site assessments, hazardous material surveys, demolition, and construction 
of an emergency water treatment plant along with the installation of a well field to pump mine water. 
The majority of the contractor work was performed by local contractors such as in the case of the 
water treatment plant construction which utilized 29 different contractors, with all but one being 
from Cape Breton. In addition, five local consultant organizations were engaged to conduct various 
activities such as demolition design, environmental site assessments and monitoring, scientific 
evaluation of mine water issues, and management/inspection of site conditions. 
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A top priority of CBDC’s partnership arrangement with PWGSC was to establish appropriate 
measures to address potential Acid Mine Drainage (AMD) impacts to the ocean. A Mine Water 
Working Group was set up which included representation from CBDC and PWGSC, as well as 
local consultants and research experts from both Canmet in Ottawa and the USA, giving a strong 
background in treatment of AMD. 


An aggressive program was developed by the Mine Water Working Group which resulted in an 
update of the condition and location of AMD in the No.1B Hydraulic System, a system of 
interconnected flooded mines beneath Glace Bay, Dominion and Reserve. The primary objective 
was to prepare to treat the water, as well as, develop a means to control the water level within the 
mine workings. 


Plans were developed to construct an emergency water treatment facility at the former No. 26 
Colliery mine site. The design, construction, and commissioning of the plant was completed in a 
five-month timeframe. This was exceptional, given the fact that a project of this magnitude might 
normally take 18 to 24 months to complete. In addition, extensive scientific research was conducted 
on water quality in the former No.5 Colliery mine workings. This research work revealed that the 
water quality was acceptable for discharge without pre-treatment. The PWGSC-CBDC team set up 
a Regulatory Review Group, which consisted of regulators from Environment Canada, Fisheries 
and Ocean Canada, Nova Scotia Department of Natural Resources and Nova Scotia Department of 
Environment and Labour. It was through the dedicated efforts of this group, along with the consultants 
and contractors involved that we are currently able to pump up to 3,700 gallons per minute of water 
from the No. 1B Hydraulic system without treating the water. 


During the year, a Liquidation of Surplus Machinery & Equipment Policy was developed. A 
marketing plan was implemented and the liquidation of machinery and equipment began. All 
surplus machinery, equipment and inventories were catalogued. The Corporation developed a web 
site www.devco.ca, which it uses to advertise the sale of its major equipment. Two public sales 
were held during the year, which resulted in the sale of most of the mobile and shop equipment. In 
addition, various items were returned to the original manufacturers. Most office furniture and 
equipment was sold through the public tender/auction process. The Corporation also donated some 
of its surplus office furniture and equipment to local charities. 


At year-end, an international advertising campaign was initiated to seek out customers for the 
surplus mining equipment. The Corporation will follow up on leads generated through this 
international advertising campaign, which is expected to result in the sale of our remaining surplus 
equipment. Also, in 2003, the Corporation will process all recyclable materials presently on hand 
and carry out at least one more public sale. 
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Board of Directors - Role and Responsibilities 


The Board of Directors of the Cape Breton Development Corporation is responsible for the 
management of the business and affairs of the Corporation. The President is the chief executive 
officer of the Corporation and has, on behalf of the Board, the direction and control of the business. 


The Board’s main responsibilities are to: 


¢ approve the Corporation’s strategic direction and corporate plan; 
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* approve the operating and capital budgets; 

* monitor corporate performance; 

¢ make, amend or repeal any by-laws that regulate the business or affairs of the corporation; 
e ensure that proper financial management practices and control systems are maintained; and 


* approve the annual financial statements. 


Board/Committee Structure 


The Board of Directors is comprised of the Chairperson, the President and a maximum of five other 
directors. The Chairperson and the President are each appointed by the Governor in Council. The 
other directors are appointed by the Minister with the approval of the Governor in Council. 


The Board of Directors holds meetings as required throughout the year to perform its responsibilities. 
During the 2002/03 fiscal year, the Board held ten meetings. To fulfill some of its responsibilities 
and to assist the Board in making decisions, the Board has formed three committees. These 
committees and the responsibilities of each are as follows: 


Audit Committee 


* considers the audit plans of the Corporation’s external auditor; 


* . reviews the Corporation’s annual audited financial statements and recommends on approval of 
these statements and on acceptance of the auditor’s report by the Board: 


* oversees internal audit of the Corporation; and 


* reviews and advises the Board on the plan and report of any Special Examination of the 
Corporation. 
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Environment Committee 


¢ develops and recommends, for Board approval, an overall Environmental Management Plan for 
the Corporation which will establish policies and objectives to ensure compliance with all 
applicable environmental laws; 


* reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 


* discusses, investigates and monitors the main categories of applicable environmental risks and 
consequences relevant to the Corporation’s circumstances; and 


* ensures that the Board is informed on all significant environmental issues affecting the 
Corporation. 


Pension Committee 


¢ develops and, from time to time, amends the statements of investment policies and goals for the 
pension funds; 


* monitors the investment returns and performance of the fund managers; 


¢ recommends to the Board on the engaging of professional advisors such as consulting actuaries, 
plan trustees, investment managers, and such other experts as may be required to prudently 
handle investment functions; and 


* inconsultation with the Pension Board, makes recommendations to the Board of Directors on 
proposed pension plan amendments. 
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FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information in 
this report are the responsibility of management and have been approved by the Board of Directors. The 
financial statements include some amounts that are necessarily based on management's best estimates and 


judgement. 


The financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. Financial information presented elsewhere in the annual report is consistent with that 
contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management maintains 
financial and management control systems and practices designed to provide reasonable assurance that 
transactions are authorized, assets are safeguarded and proper records are maintained in accordance with the 
Financial Administration Act and regulations as well as the Cape Breton Development Corporation Act, the 
Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and by-laws of the 
Corporation. The external auditors have ready access to the Audit Committee of the Board, which oversees 
management's responsibilities for maintaining adequate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation's auditor, the Auditor 
General of Canada, and her report is included herein. 


Ve Pas Dee Popo 


Merrill D. Buchanan, CA 
President Senior Financial Officer 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order 
to carry out this responsibility, the Committee, composed entirely of directors independent of management, 
meets at least twice a year to review the Corporation's financial statements and recommend their approval to 
the Board of Directors. The Audit Committee also reviews any reports prepared by the Corporation's external 
auditors relating to its accounting policies and procedures, as well as its internal controls. The Committee 
meets independently with management and auditors to review the involvement of each in the financial reporting 
process. These meetings are designed to facilitate any private communication with the Committee desired 
by each party. 
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AUDITOR'S REPORT AND FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2003 
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YEAR ENDED MARCH 31, 2003 


Auditor General of Canada 
Verificatrice generale du Canada 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


‘lnave audited the balance sheet of Cape Breton Development Corporation as at March 31, 2003 
and the statements of operations and deficit and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation's management. My responsibility is to 
express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2003 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and the 
by-laws of the Corporation. 


| ie eat 11 
John Wiersema, CA 
Assistant Auditor General 

for the Auditor General of Canada 


Halifax, Canada 
May 23, 2003 


240 knee Sparks Street, 


Ottawa, Ontario KIA 066 
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BALANCE SHEET 
AS AT MARCH 31, 2003 (in thousands of dollars) 


Assets 
Current assets 
Cash 
Accounts receivable (Note 4) 
Parliamentary appropriation receivable (Note 5) 
Prepaid expenses 
Inventories 
Coal 
Operating materials and supplies 
Capital assets (Note 6) 
Liabilities 


Current liabilities 
Accounts payable and accruals 
Current portion of long-term accrued obligations (Notes 7, 8, 9 and 10) 


Accrued obligation for early retirement and severance benefits (Note 7) 
Accrued obligation for workers' compensation (Note 8) 

Accrued obligation for environmental costs (Note 9) 

Accrued obligation for other employee future benefits (Note 10) 


Deficit 


Deficit of Canada 


Future of the Corporation (Note 2) 
Accrued Pension Asset (Note 11) 
See accompanying notes to the financial statements. 


Approved by the Board 


Se RASC a eee rk earn es een ee Director 


x 
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2003 


$ 10,031 
1,546 

14,536 

2,770 


81 
534 
29,498 


828 


$ 30,326 


$ 5,341 
64,010 


69,351 


203,413 
131,369 
88,220 


7,921 


500,274 


(469,948) 
$ 30,326 


$ 8,605 


$ 5,638 
60.674 
66,312 


PALES DP 
143,215 
104,415 


Unley 


540,691 


(485.953) 


$ 54.738 


Pe eee Director 


STATEMENT OF OPERATIONS AND DEFICIT 
YEAR ENDED MARCH 31, 2003 (in thousands of dollars) 


2003 
CLOSURE AND RESIDUAL ACTIVITIES 
Expenses 
Early retirement and severance benefits (Note 7) $ 20,496 
Workers’ compensation, pensions and other employee future 
benefits (Notes 8,10 and 11) 6,163 
General and administrative 4,138 
Property and site maintenance 1,961 
Lease settlement - 
Amortization Dh 


Revenue and other income 
Interest and other income 
Gain from disposal of assets 
Coal sales contract termination 


Net cost of closure and residual activities 
COAL OPERATIONS 
Revenue 
Expenses 
Cost of product sold 


External freight 
Amortization 


Profit from coal operations 


Net results before taxes (30,497) 
Corporate taxes (Note 12) 34 
Net results for the year before government funding (30,531) 


Government funding 


Parliamentary appropriation to fund cash requirements (Note 5) 


Net results after government funding 
Deficit, beginning of year 


Deficit, end of year 


46,536 


16,005 
__ 485,953 


$ 469,948 


See accompanying notes to the financial statements. 
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2002 


$ 93,452 


36,689 
4.856 
2,433 
3,141 


140.571 


Le 
20.57), 
12.461 
36.937 


103.634 


S310 


39,174 
1,389 
3.300 


43.863 


TA4T 


(96,187) 
132 


(96,319) 


(30,819) 


455.134 


> 485.953 
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STATEMENT OF CASH FLOWS 
YEAR ENDED MARCH 31, 2003 (in thousands of dollars) 


Cash flows from: 
Operating activities: 
Cash receipts from customers 
Government funding received 
Cash paid to suppliers and employees 
Cash paid for early retirements, severance benefits and pensions 
Financing activities: 
Repayment of working capital advances 
Investing activities: 
Purchase of capital assets 
Proceeds from sale of capital assets 
Increase in cash 
Cash, beginning of year 


Cash, end of year 


See accompanying notes to the financial statements. 


18 Cape Breton Development Corporation Annual Report - 2002/2003 


iw) 
—) 
vs) 


$ 22,497 


2002 


$ 76,374 
45,841 
(58,512) 
(82.266) 
(18.563) 


(10,000) 


(27) 
31,507 
31.480 

2917 


5.688 


$ 8.605 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2003 (in thousands of dollars) 


i 


AUTHORITY AND OBJECTIVES 


The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal industry on 
Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule II, Part I corporation for purposes of the 
Financial Administration Act. The Corporation is carrying out restructuring activities as outlined in Corporate 
Plans approved by the Governor in Council. The Government of Canada is providing funding support for these 
activities by means of annual appropriations. The Corporation is economically dependent on the Government of 
Canada. 


As allowed for in the Cape Breton Development Corporation Act, the Government of Canada can provide repayable 
advances for working capital purposes up to a limit of $50,000. 


The Corporation is subject to provisions of the Income Tax Act. 


FUTURE OF THE CORPORATION 


In 2000, the Cape Breton Development Corporation Divestiture and Dissolution Act was proclaimed. This Act 
provides for the sale of assets, winding up of the affairs of the Corporation and its eventual dissolution on a date to 
be fixed by the Governor in Council. 


The Corporation's resources are being directed at obtaining fair value for the disposal of surplus assets and real 
property, as well as addressing the best methods of handling the various long-term obligations. 


These financial statements reflect the impact of these activities to the extent that such decisions were made by 
March 31, 2003, and their impact can be reasonably determined. 


SIGNIFICANT ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies described below are appropriate under the current 
circumstances. 


a) Management Estimates 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amount of assets, liabilities, 
revenues, expenses and the disclosure of contingent liabilities at the date of the financial statements. Despite 
the use of the Corporation's best estimates, it is possible that the amounts related to the accrued obligation for 
workers’ compensation, the accrued pension asset, the accrued obligation for early retirement and severance 
benefits, and the accrued obligation for environmental costs could change materially in the near term. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2003 (in thousands of dollars) 


b) Parliamentary Appropriations 


Cc) 


d) 


Parliamentary appropriations provided to fund cash requirements are recorded on the statement of operations 
and deficit in the year approved. 


Fair Values 
The fair values of financial instruments are determined as follows: 
* Current portion of accrued obligations - using cash flows of estimated future payments without discounting. 


* Accrued obligation for early retirement and severance benefits - using discounted cash flows of estimated 
future payments for early retirements, based on current interest rates. 


¢ Accrued obligation for workers' compensation - using an actuarial valuation. 


¢ Accrued obligation for environmental costs - using estimated future payments, with discounting where 
applicable. 


¢ Accrued obligation for other employee future benefits - using discounted cash flows of estimated future 
payments, based on current interest rates. 


Inventories 
Coal is valued at the lower of full cost and estimated net realizable value. 


Operating materials and supplies are valued at the lower of cost, determined on a weighted-average basis, and 
net realizable value. 


Capital Assets 


Capital assets are valued at the lower of cost less accumulated amortization and the estimated net realizble 
amount. 


Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related costs, net of plan assets, 
as the benefits accrue to employees. The Corporation has adopted the following policies: 


¢ The cost of pensions is actuarially determined using the projected benefits method pro rated on service 
and management's best estimate of expected plan investment performance, salary escalation, and retirement 
ages of employees. For the purposes of calculating the expected return on plan assets, those assets are 
valued at fair value. The discount rate used to calculate the interest cost on the accrued benefit obligation 
is the long-term market rate at the measurement date. 


* The cost of other employee future benefits is based on the net present value of the future payments 
expected to be made, using management's best estimate of inflation rates for health and related benefits, 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2003 (in thousands of dollars) 


usage rates and mortality rates. The portion of the liability related to a life insurance benefit to retirees 
over the age of 65 is actuarially determined. The cost of these other employee future benefits is included 
in workers’ compensation, pensions and employee future benefits. Management recognizes changes in 
the net present value of these liabilities from the original estimate based on the results of actual experience. 


g) Accrued Obligation for Early Retirement and Severance Benefits 


The accrued obligation for early retirement and severance benefits represents the net present value of liabilities 
for early retirement incentives, severance, and education and relocation allowances related to workforce 
reductions when the decision has been approved by the Government of Canada and an estimate of the anticipated 
future costs can be reasonably determined. 


Changes in the net present value of this liability from the original estimate are based on the results of actual 
experience and changes in management's assumptions. 


h) Accrued Obligation for Workers' Compensation 


i) 


The accrued obligation for workers’ compensation represents the actuarially determined net present value of 
liabilities for benefits for work-related injuries of current and former employees when awards are approved by 
the Workers’ Compensation Board of Nova Scotia, or legislative amendments are made and the anticipated 
future costs can be reasonably calculated. No amount is recognized for future administrative costs. 


Changes in the net present value of this liability are based on updated actuarial estimates of future costs as a 
result of actual experience and changes in actuarial assumptions. Adjustments arising from actuarial gains 
and losses are recognized in the year 1n which they occur. 


Accrued Obligation for Environmental Costs 


The accrued obligation for environmental costs represents anticipated future environmental costs based on 
management's best estimate of the cost of complying with its interpretation of the requirements of appropriate 
environmental laws and regulations. These costs exclude any future salvage value that may be realized in 
carrying out these environmental actions. Amounts are discounted where future ongoing payments are 
anticipated. 


4. ACCOUNTS RECEIVABLE, NET 


Accounts receivable, net are comprised of the following: 


2003 2002 

Harmonized Sales Tax refund $ 1,183 $ - 
Corporate taxes receivable 78 829 
Emera Inc. - 19,386 
Other receivables 285 1,956 
$ 1,546 $4 22571 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2003 (in thousands of dollars) 


5. GOVERNMENT FUNDING 


During 2002/03, the Government of Canada provided the Corporation with an appropriation of $46,536 (2002 - 
$65,500) approved by the Parliament of Canada to fund cash requirements. 


6. CAPITAL ASSETS 


2003 2002 
Accumulated Accumulated 
Adjusted Amortization Net Adjusted = Amortization Net 
Cost and Write- Book Cost and Write- Book 
Base Downs Value Base Downs Value 
Prince Colliery $ 16,142 $ 16,142 $ - pd OEE NN ZaTiS!) $ - 
Phalen Colliery 62,211 62,211 - 286,791 286,791 - 
Donkin-Morien 
Development Project 80,679 80,679 - 80,679 80,679 - 
Coal Preparation Plant 111,500 111,500 - 111,933 OSS) - 
Other assets 27,094 26,266 828 Oy 54,395 827 
$ 297,626 $ 296,798 $ 828 $ 707,364 $706,537 $ 827 


Changes in value reflect disposals and amortization. The net book value represents land holdings and sundry 
capital assets. 


7. ACCRUED OBLIGATION FOR EARLY RETIREMENT AND SEVERANCE BENEFITS 


This accrued obligation consists of estimates for the cost of early retirement and severance initiatives when approval 
of such decisions is obtained. Components included are early retirement payments, cost of expected benefits, 
severances and re-education allowances. Changes to these estimates based on actual experience are recognized in 
the statement of operations and deficit. The statement of operations and deficit includes a charge of $20,496 
(2002 - $93,452) which primarily relates to interest charges as a result of discounting the obligation, as well as 
changes in actual experience and management’s estimate. 


Management made significant assumptions in preparing estimates of this accrued obligation, including: interest 
rates for discount factors and price indexation for the non-current portion of the liability; planned date of employee 
reductions; Canada Pension disability award rates; health and other benefit price indexation; and the number of 
reductions. An average interest rate assumption of 6% (2002 — 6%) is used as the discount factor for the non- 
current portion of early retirement payments and benefit costs. All other amounts are recorded without discounting. 
The estimate of liabilities, based on the above, could be significantly different if the key assumptions used by 
management for major determinants of the estimate vary from those planned. Management recognizes changes in 
this lability from the original estimate based on updated assumptions and actual experience. Management's estimate 
for the remaining liabilities associated with early retirement and severance benefits at March 31 is: 
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SLNIWSLVLS IVIDNVNI4 


2003 2002 

Human resource strategy (1999) $ 128,433 he 13375763 
Human resource strategy (1996) 53,502 SORE 
Human resource strategy (2001) 42,257 45,745 
Lingan Colliery closure 6,542 9,984 
Other early retirement incentives 9,446 10,255 
240,180 258,880 

Less: current portion 36,767 41,288 
Non-current portion $ 203,413 S DG Soe 
Early retirement and severance expense $ 20,496 $ 93,452 
Early retirement and severance payments $ 39,196 $ 65,166 


8. ACCRUED OBLIGATION FOR WORKERS’ COMPENSATON 


The Corporation's accrued obligation for workers' compensation represents the unfunded liability for the costs of 
benefits specified and administered by the Workers’ Compensation Board of Nova Scotia for work-related injuries 
of current and former employees. The actuarially determined liability consists of: long-term disability permanent 
awards in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, 
comprised mainly of pension payments for past claims; and other costs consisting mainly of temporary 
compensation, rehabilitation and medical aid in respect of past claims. The non-current portion of these amounts 
are presented on a net present value basis, excluding future administration costs. The statement of operations and 
deficit includes a charge of $6,561 (2002 - $28,357) which primarily relates to interest charges on the workers’ 
compensation obligation, as well as administration costs, changes in actuarial assumptions and the cost of workers’ 
compensation related to accidents that occurred in the year. The accident costs during the year of nil (2002 - 
$1,981) is included in the cost of product sold. 


The actuary used assumptions, as agreed with management, in the calculation of the liability including: inflation 
rates, interest rates, mortality rates and aggregate claim projections for incidents which have occurred. The actuarial 
liability could be materially different if assumptions on which the valuation is based vary significantly in future 
years. Changes in the liability are recognized based on extrapolation of actuarial results and adjustments arising 
from actuarial gains and losses in the year in which they occur. 


The Corporation's workers' compensation costs and obligations at March 31 consist of: 


2003 2002 
Workers’ compensation obligations (actuarial value) $ 146,619 8 ISS ZS 
Less: current portion 15,250 15,000 
Non-current portion $ 131,369 $ 143,215 
Workers’ compensation expense $ 6,561 oe 28,357 
Workers’ compensation payments $ 20,927 Sy 0 
Weighted Average Assumptions: 

2003 2002 
Discount rate : 5.5% 5.5% 
Health care and rehabilitation indexation 2.5% 3.0% 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2003 (in thousands of dollars) 


9. ACCRUED OBLIGATION FOR ENVIRONMENTAL COSTS 


10 


The Corporation has recorded its best estimate of anticipated future costs of environmental issues related to the 
decision on the future of the Corporation including: building demolition, clean-up, earthworks, water treatment 
and other reclamation works. This provision is based on management's best estimate of the cost of complying 
with its interpretation of the requirements of appropriate environmental laws and regulations. 


The Corporation's estimate of this liability is a best estimate based on a range provided by consultants’ reports. In 
1999, these estimates varied from a low of $72,000 to a high of $158,000 based on various assumptions. During 
that year, the Corporation recorded its best estimate of the liability of $110,000. To properly meet these obligations, 
the Corporation has entered into a strategic partnership arrangement with Public Works Government Services 
Canada (PWGSC). The arrangement allows for PWGSC to project manage the remediation activity, under spending 
authority controlled by the Corporation. 


A multi-year Remediation Closure Plan, prepared by PWGSC and approved by the Corporation, has set priorities 
and guided remediation activities to date. Projects completed under this plan have reduced this liability to $99,370. 


The estimate of the liability is based on significant assumptions made by management reflecting the announced 
future direction of the Corporation, including: definition of appropriate legislation, regulations and industry 
practice; likely action required to meet the appropriate legislation, regulations and industry practice; approval and 
funding from the Government of Canada; the nature and extent of past and present environmental concerns; the 
extent of actions necessary to deal with long term management of mine water; the extent of remediation required 
at the Victoria Junction Coal Preparation Plant; and discount rates used. Such estimates are subject to adjustment 
based on changes in laws and regulations and as new information becomes available. The estimate of the liability 
based on the above could be significantly different if the key assumptions used by management for determination 
of the estimate vary from those planned. 


The liability at March 31 is: 


2003 2002 
Accrued obligation for environmental costs $ 99,370 $ 107,915 
Less: current portion 11,150 3,500 
Non-current portion $ 88,220 $ 104,415 


OTHER EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation's 
Compassionate Disability Pension to age 65, a life insurance benefit to retirees over the age of 65 and a retiring 
allowance. The present value of these unfunded benefit plans is determined on the basis of management assumptions. 


The significant management assumptions adopted in the calculation of the liability related to Compassionate 
Disability Pensioners include a discount rate of 6% (2002 - 6%), health and other benefit price indexation of 
4.75% (2002 - 8%), and mortality rates. The significant management assumptions adopted in the calculation of 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2003 (in thousands of dollars) 


gs 


the liability related to the life insurance benefit include a discount rate of 6.75% (2002 - 6.75%) and mortality 
rates. The liability could be materially different if assumptions on which the estimate is based vary significantly 
in future years. The statement of operations and deficit includes a credit of $398 (2002 — credit of $1,031) in 
future employee benefit costs. Management’s estimate for the liabilities associated with other employee future 
benefits at March 31 is: 


2003 2002 
Other employee future benefits $ 8,764 $ 10,043 
Less: current portion 843 886 
Non-current portion $ 7,921 SS Quilsy 
Other employee future benefits credit $ (398) Seem). 031) 
Other employee future benefits payments $ 881 $ 771 
PENSIONS 


The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. There were 
two major plans, consisting of a contributory and non-contributory plan. Benefits generally are based on employees' 
length of service and rate of pay. The present value of pension plan benefits and current pension expense are 
independently determined by the Corporation's actuary based on assumptions provided by management. The 
determination of pension expense and the valuation of the accrued pension asset could be significantly different 
if the key assumptions provided by management vary from those planned. 


As aresult of the May 16, 2001 announcement, substantially all of the Corporation’s employees were terminated 
by December, 2001. The Office of the Superintendent of Financial Institutions gave approval to terminate both of 
the Corporation’s pension plans, effective December 31, 2001. 


As part of the termination process, annuities have been purchased for all pension benefit recipients. Those who 
are not currently eligible for pension benefits have the option of receiving the commuted value of their benefits or 
a deferred annuity. As of March 31, 2003 the majority of commuted value transfers have been paid, with the 
unpaid balances making up most of the accrued liability. The financial statements reflect the curtailment of the 
pension plans as at December 31, 2001 and disclose settlements with pensioners and former employees to March 
31, 2003. The curtailment has been accounted for by recognizing a valuation allowance against the remaining 
accrued pension asset at March 31, 2003. As at March 31, 2003 there have been no settlement gains or losses 
recognized by the Corporation. 


The significant actuarial assumption adopted in measuring the Corporation's pension obligations is a discount rate 
of 6% (2002 — 6%). The total pension expense for the year for both plans is nil (2002 - $13,426). The current 
service portion of nil (2002 - $2,082) is included in the cost of product sold. The valuation allowance is $43,748 
(2002 - $34,589) which represents the full value of the accrued pension asset at March 31, 2003. 
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The Corporation's pension assets and obligation for the non-contributory pension plan as at March 31 consist of: 


2003 2002 
Pension fund assets (fair value) $ 36,642 $ 73,768 
Accrued pension obligation (actuarial value) 3,086 49.616 
Net pension fund assets $ 33,556 Sue Aa Se) 
Accrued pension asset, net of valuation allowance $ - $ - 
Pension contributions - employer $ = § 3 
Pension expense $ - $ 9,956 
Commuted value transfers and benefits paid $ = 35,707 S$ 95,916 
Annuity purchase payment $ 3,200 $ 167,803 
Determination of pension expense (income) for the year is calculated as: 

2003 2002 
Current service cost $ - $ 533 
Interest on pension obligations - 9,154 
Return on fund assets - (9,568) 
Amortization of gains - (3,294) 
Net increase in value of accrued pension asset (9,404) - 
Change in valuation allowance 9,404 13,131 
Pension expense $ - $ 93956 
The Corporation's pension assets and obligation for the contributory plan as at March 31 consist of: 

2003 2002 
Pension fund assets (fair value) $ 11,349 $ 33,656 
Accrued pension obligation (actuarial value) 1,157 25.219 
Net pension fund assets $ 10,192 $10,437 
Accrued pension asset, net of valuation allowance $ = $ = 
Pension contributions - employer $ = $ = 
Pension contributions - employee $ 89 $ 658 
Pension expense $ - $ 3,470 
Commuted value transfers and benefits paid $ 21,475 GS UFOS 
Annuity purchase payment $ 1,800 Sr 27.931 
Determination of pension expense for the year is calculated as: 

2003 2002 
Current service cost $ - $ 1,549 
Interest on pension obligations - 2307 
Return on fund assets - (2,914) 
Amortization of gains - oO | 
Net decrease in value of accrued pension asset 245 : 
Change in valuation allowance (245) 40] 
Pension expense $ - $ 3,470 
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The dispositions of any final net pension fund assets in the pension plans will require the approval of the Office of 
the Superintendent of Financial Institutions. Any impact on the Corporation’s financial position will be reflected 
when such approval is given. 


In addition to the two Corporation pension plans, certain employees are covered by the Public Service 
Superannuation Plan administered by the Government of Canada. Contributions to the Plan are required from 
both the employee and the Corporation. Contributions with respect to current service are expensed in the current 
period. Contributions with respect to past service benefits are normally expensed when paid. Contributions by 
the Corporation in 2003 include $1,913 for cost of lump sum past service benefit buybacks, previously expensed. 
The Corporation is not required under present legislation to make contributions with respect to actuarial deficiencies 
of the Public Service Superannuation Account. 


Contributions to the Public Service Superannuation Plan consisted of: 


2003 2002 
Contributions by the Corporation $ 2,389 $ 446 
Contributions by employees $ 1,107 $ 196 


CORPORATE TAXES 


The Corporation is subject to Part | Tax on income from a business and the Large Corporations Tax. The Corporation 
is not subject to the Nova Scotia Tax on Large Corporations. 


The corporate tax expense of $34 (2002 - $132) relates to Large Corporations Tax for the year 2003. 
RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, 
agencies and Crown corporations. The Corporation enters into transactions with these entities in the normal 
course of business. In addition to these transactions, the Government of Canada provides appropriations to the 
Corporation. 


The Corporation has engaged Public Works Government Services Canada (PWGSC) through a partnership 
arrangement, for the project management of its multi-year Remediation Closure Plan and Real Property Disposal 
Plan. Payments made to PWGSC totalled $5,249 in 2002/03 plus invoices payable at year-end of $3,514. These 
amounts are for reimbursement of project contract payments as well as PWGSC disbursements and engineering 
design, and administration fees. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2003 (in thousands of dollars) 


14. COMPARATIVE FIGURES 


Certain of the comparative figures in these financial statements have been restated to conform with the current 
presentation. 


General and administrative and property and site maintenance expenses of $7,289 in 2002 have been reclassified 
from cost of product sold to closure and residual activities to reflect that these activities will be ongoing until the 
dissolution of the Corporation. Interest and other income of $1,959 in 2002 has been reclassified from coal 
operations to closure and residual activities to reflect the association with government funding and recoveries of 
closure activities. 
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Cape Breton Development Corporation 


Year Ended March 31, 2004 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 and is 
wholly owned by the Government of Canada. In 2000, the Cape Breton Development Corporation Divestiture 
Authorization and Dissolution Act was passed by Parliament. The Corporation, which is located on Cape 
Breton Island, Nova Scotia, closed its last coal mine in the fall of 2001. Also at that time, a sale of surface 
assets including the pier, railway and other associated assets was concluded. The residual activities of the 
Corporation involve addressing significant obligations for benefits to former employees and for environmental 


remediation as well as disposal of the remaining assets comprised of surplus equipment and land. 
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Gordon M. MacInnis (Chairperson) Gordon M. MacInnis 

Appointed: August 12, 2003 Chairperson 

Glace Bay, Nova Scotia 

Merrill D. Buchanan Merrill D. Buchanan 

Sydney, Nova Scotia President 

Allan J. MacIntyre Basil Crane 

Glace Bay, Nova Scotia Vice President, Human Resources 

James D. MacLellan Chris Jewett 

Glace Bay, Nova Scotia Senior Financial Officer & Corporate 

Secretary 
Gary Nash j 


Ottawa, Ontario 
Resigned: September 26, 2003 


Committees of the Board 


Audit 
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Office Location 


Street address: 2920 Hinchey Avenue 
New Waterford, NS 
B1H 2M4 


Mailing address: P.O. Box 2500 
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Telephone: 902-842-2600 ‘ 
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2004-06-09 


Honourable John Efford, P.C., M.P. 
Minister of Natural Resources 

21st Floor 

580 Booth Street 

Ottawa, Ontario 

K1A OE4 


Dear Mr. Minister: 


On behalf of the Board of Directors, I am pleased to enclose the Financial 
Statements and Auditor’s Report for the Corporation for the fiscal year ended 
March 31, 2004. This annual report is submitted in accordance with the 
provisions of the Financial Administration Act and the Cape Breton Development 
Corporation Act. 


wae 
ae M.‘MacInnis, CA 
Chairperson 


P.O. Box 2500, Sydney, N.S., Canada B1P 6K9 Tel: (902) 842-2600 Fax: (902) 842-2589 (4 a 
C.P. 2500, Sydney, N-E, Canada B1P 6K9_ Tel: (902) 842-2600 Fax: (902) 842-2589 anada 
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YEAR IN REVIEW 


* Total payments of $68.0 million were made in the year, primarily for early retirement 
payments, workers’ compensation benefits and remediation activities, with close to $58.0 
million or 85% of the total going directly into Cape Breton communities. 
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¢ Anew Environmental Policy was adopted by the Corporation in line with the current 
objectives of remediation and site closure, and with a commitment to protecting human health 
and the environment now and for future users of its real property. 


¢ A Services Agreement between Cape Breton Development Corporation (CBDC) and Public 
Works and Government Services Canada (PWGSC) was approved that formalizes the role of 
PWGSC and the governance structure for the multi-year remediation and site closure plan. 


¢ Under the partnership arrangement between CBDC and PWGSC, fifteen remediation/ 
reclamation projects were undertaken having a total expenditure of $7.8 million, with close to 
$6.0 million of this paid to Cape Breton contractors and service providers. 


¢ Net proceeds of $1.4 million were realized on the sale of surplus buildings, equipment and 
scrap from the Corporation’s properties. 


¢ The determination of ownership of the surpluses in the Corporation’s pension plans has been 
referred to arbitration and the appointment of Honourable Peter Cory, former justice of the 
Supreme Court of Canada, to hear this matter has been confirmed. 


¢ The two Career Opportunity Centers, established in 2000 to assist former employees in 
seeking alternative employment, completed their mandate of providing skills assessment, 
portfolio development and job/career counselling services. 


FINANCIAL SUMMARY 
$’s in thousands 2004 2003 


Payments for early retirements, severance benefits, workers’ 


compensation and employee future benefits $ 52,245 $ 61,004 
Payments for environmental reclamation and remediation 7,754 8,545 
Parliamentary appropriations to fund cash requirements 62,800 46,536 
Long-term accrued obligations — 465,942 494,933 
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PRESIDENT’S OVERVIEW 


2003-04 represents the second year where the Corporation's mandate is fully directed toward 
addressing the post-operations residual activities. 


With the work that has been completed on a wide variety of issues over the past two years, it 
is now possible to identify the remaining activities under two categories. There are human 
resource obligations for former employees such as: early retirements, workers’ compensation, 
and other post-employment benefits. There are also obligations relative to the Corporation's 
land holdings such as: environmental remediation, land reclamation and site closures. The 
human resources obligations are recorded at a value of $374.3 million, while the environmental 
obligations are estimated at $91.6 million. All these obligations are of a long-term nature and 
will be addressed by multi-year delivery programs. 


The human resources obligations continue to be addressed primarily by CBDC’s administrative 
staff supplemented by outside service providers where appropriate. In the case of the 
environmental obligations, CBDC’s responsibilities are being addressed by a collaborative 
approach, using the services of PWGSC for program/project management combined with 
background and technical skills input from CBDC personnel. 


Good initial progress has been achieved. Some of the work such as demolitions and site 
remediation is quite obvious in the local communities. Other aspects, such as studying the 
environmental impacts, doing site assessments, or administering the human resources obligations 
may be less visible but are equally important to conducting a thorough and permanent resolve 
of the obligations. The Corporation is committed to appropriately addressing its obligations 
going forward. 


It is important to again acknowledge the efforts of our remaining employees. They continue 
to provide valuable background knowledge and expertise in dealing with a variety of residual 
matters. [ also want to thank the members of the Board of Directors for their continued strong 
support and involvement in 2003-04. In August 2003, the Board welcomed the appointment of 
Gordon MacInnis from Glace Bay, N.S. as Chairperson. The Board is benefiting from Gordon's 
strong administrative and professional experience. Gary Nash resigned from the Board in 
September, 2003 on assuming Assistant Deputy Minister responsibilities at Natural Resources 
Canada. We thank Gary for his assistance and contribution to the Corporation. 


Ve ka ee 


Merrill D. Buchanan 
President 
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Financial Review 


In 2003—04 the Corporation continued to provide the administrative, financial and human resource 
services necessary to ensure all remaining residual activities and outstanding obligations were 
adequately provided. The following is a summary of the financial results for the fiscal year 2003-04 
in meeting these obligations and activities. 


Expenses for the fiscal year 2003—04 totalled $36.6 million. Current year costs for ongoing early 
retirement and severance benefits were $11.9 million. Workers’ compensation and other employee 
future benefit costs, net of actuarial estimate adjustments, were $18.6 million. Remaining costs 
were $4.5 million for general and administrative expenses related to residual activities and $1.5 
million for property and site maintenance. 


Workers’ compensation and employee future benefits include the cost of benefits specified and 
administered by the Workers’ Compensation Board of Nova Scotia. These costs are determined on 
the basis of actuarial valuations. 


Disposal of surplus assets in fiscal year 2003—04 resulted in a net gain of $1.4 million. Interest and 
other income of $1.2 million brought total revenue for the year to $2.6 million. 


The net cost of activities for the year was $34.0 million. 


Cash flow requirements of the Corporation in the year were financed mainly from government 
funding of $64.5 million. On the cash disbursement side, $52.2 million was used to pay for early 
retirements, severance benefits, workers’ compensation and employee future benefits. A total of $15.8 
million was paid to suppliers and employees, including $7.8 million for environmental/remediation 
projects. There were no working capital advances required during the year. 


Human Resources 


The accrued obligations in respect of former employees relating to early retirement payments (ERIP), 
worker’s compensation awards, pensions and other post-employment entitlements represent 80% 
of the Corporation’s long-term liabilities and require significant, ongoing administration. 


There are over 1,100 individuals currently in receipt of ERIP benefits and some of these payments 
will extend for over twenty years. As well, there are in excess of 2,000 former employees or their 
survivors in receipt of compensation awards and similarly many of these payments will extend for 
twenty or more years in the future. While administering the current activity on these long-term 
obligations, the Corporation is assessing the most effective and efficient approach to managing these 
obligations over the long-term. 
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The two labour arbitration decisions associated with the closure of CBDC’s operations each allotted 
$5.0 million toward an Education/Relocation Program for severed employees. In 2003, the interim 
allocation of $12,000 for each severed employee was adjusted to a final allocation of $12,531. The 
funds can be used by the former employees for eligible education and relocation expenses. As at 
March 31, 2004, disbursements from both funds totalled $8.8 million. Approximately $1.6 million 
was allocated during the 2003-04 fiscal year. The majority of the expenditures were for post 
secondary education purposes or Registered Education Savings Plan purchases. The funds have 
been used by 788 severed employees. 


The two Career Opportunity Centers, established in 2000 to assist former employees in seeking 
alternative employment, completed their final term and closed in November 2003. The Centers 
fulfilled their mandate to assist former CBDC employees and their families during this transition 
period in their lives. The Centers’ staff provided skills assessments, portfolio development and career 
counseling services, as well as job development activities and information regarding training and 
job opportunities. With the assistance of the career counsellors, many people found full or part-time 
employment, changed careers, or were able to further their education. 


During the forty-four months the Career Centers operated, 572 full-time employment positions were 
found, as well as 371 part-time jobs; 89 people enrolled in long-term training (university/technical); 
316 completed computer training; and 224 participated in GED programs. As well, there were over 
2000 participants in various safety training programs conducted by CBDC facilitators. 


The Career Centers’ staff, all of whom had previously worked for the Corporation in other occupations, 
played a key role in the success of the numerous and diverse programs offered through the Centers. 
We appreciate their dedicated efforts and commend them for achieving their mandate and for 
assisting their fellow employees in this way. We also acknowledge the excellent relationship with 
and substantial financial support of Human Resources Development Canada in the success of these 
Centers. 


Pension Plans 


The Corporation is the administrator of two, registered pension plans on behalf of the employees of 
the.Corporation. The plans are registered for the purposes of the Pension Benefits Standards Act, 
/985 and the Income Tax Act. The plans consist of a contributory and a non-contributory plan. Both 
plans are defined benefit plans with the benefits generally based on employees’ length of service 
and, in the case of the contributory plan, on the amount of career earnings. 


Both the 5% Contributory Plan and the Non-Contributory Plan were terminated as of 
December 31, 2001, due to the reduction in employees resulting from the closure of operations. As 
of the termination date, both plans were fully funded which means the plans are in a financial position 
to provide 100% of the benefit entitlement for each plan member. The Office Superintendent of 
Financial Institutions (OSFI) approved the termination of the plans. Concluding the pension plans 
activities, known as the wind-up process, involves three main components: 
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|. Arranging the continuation of pension benefit payments for those already on or eligible for 
pension. 

2. Arranging commuted value transfers (moving money to an individual RRSP) for those with 
an accrued benefit, but not yet eligible for a pension. 

3. Determining the disposition of the surplus funds remaining in the plans after items | and 2 
are completed. 


Component “1” was completed through a transaction valued at over $200.0 million with Standard Life 
Assurance Company for which that company has become fully responsible for providing the monthly 
pension benefits to those eligible. Component “2” involved arranging individual commuted value 
transfers to various financial institutions for more than 2,700 former employees. Collectively, these 
transfers represented $132.0 million in pension obligations, and have been essentially completed. 


Component “3” required CBDC to file wind-up reports on the pension plans with OSFI which was 
done in December, 2002. The reports identified estimated surpluses as of the termination date, after 
the settlement of all accrued obligations, of about $26 million for the Non-Contributory Plan and 
approximately $9 million for the Contributory Plan. 


From June to December 2003, the Corporation pursued a determination of ownership of the pension 
plans’ surpluses through a court process. This was being carried out with the full knowledge of 
the plans’ regulator, OSFI, and all plan members were informed of the process. In December 2003, 
some six months after CBDC formally advised OSFI of its intention to pursue a court process, OSFI 
notified CBDC of certain recommendations in respect of this matter, including its position that the 
surplus issue 1s to be resolved through arbitration rather than court. 


In light of this, CBDC immediately requested a stay of the court proceedings, and began work on 
an arbitration process with all interested parties to achieve as timely a resolution as possible. Legal 
counsels for both the Corporation and the Representative Committee, acting on behalf of the former 
employees and the retirees, have developed rules of procedure for conducting this arbitration. The 
Corporation and the Representative Committee jointly recommended that Honourable Peter Cory, 
former justice of the Supreme Court of Canada, act as arbitrator to determine ownership of the 
surpluses. Mr. Cory has agreed to act as arbitrator, his appointment has been confirmed by the rules 
of procedure and the hearing dates have been set for September 2004. 


Site Reclamation/Remediation 


There were significant activities in 2003—04 on the multi-year remediation and site closure program. 
The Corporation continued its engagement of Public Works and Government Services Canada 
(PWGSC) as project manager of the remediation and site closure program. For the CBDC program, 
this involves aspects such as project management, environmental assessment and remediation, 
hazardous material management, as well as demolition and decommissioning. 
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On March 19, 2004, PWGSC and CBDC signed a Services Agreement that formalized the role of 
PWGSC and the governance structure for the Closure Program. The Program Team is composed 
of representatives from both PWGSC and the Corporation. Team members have complementary 
skills that have encouraged effective collaboration and developed creative solutions in very complex 
situations. CBDC continues to retain a core of key, technically qualified individuals with specific 
background knowledge of its property, processes, history and the issues with site closure. 


In 2003, the Board of Directors approved a new Environmental Policy in line with the current 
objectives of remediation and site closure as opposed to the past focus on the ongoing mining 
activities. The Policy Statement now is as follows: 


CBDC is committed to protecting human health and the environment now and for future 
users of its real property. The Corporation will apply a systematic approach to assessment 
and remediation activities to ensure environmental risks are addressed in a cost effective 
and timely manner. The Corporation will take a risk management approach and will select 
remediation and closure standards and objectives appropriate for the planned use of the 
property. Priorities for undertaking remedial and closure actions will be based on: 


1. Human health and safety; 

2. Environmental requirements, and, 

3. Socio-economic requirements and future land use. 

The 2003-04 program involved activities on site assessment, demolition, water management, site 
rehabilitation and document management. PWGSC and CBDC awarded contracts worth $6 million 
to 23 different contractors, providing a variety of business opportunities to local companies and 
suppliers. By working with contractors and local labour representatives, PWGSC has attempted to 
maximize the program’s positive economic impact on the community. 


A significant component of the 2003-04 program was the preliminary screening of 95% of the 
approximately 11,000 acres of real property owned by the Corporation. This effort was carried out in 
order to assess human health and safety risks, potential environmental impacts and socio-economic 
considerations. A portion of the assessed properties, those having potential environmental issues, 
will require further environmental assessment as per the Canadian Council of the Ministers of the 
Environment Guidelines. The completion of this site assessment activity over the next year or so 


will then allow for an update of the environmental liability estimate along with a revised remediation 
priority schedule. 


In addition, the information generated from the assessment program will allow CBDC to move 
forward on negotiating the transfer or sale of its real estate to specific interest groups. These parties 
have interest for economic development, coal related projects or municipal infrastructure reasons. 
Negotiations are underway with the Province of Nova Scotia in relation to properties that are of 
interest for coal related ventures. Also, discussions have begun with the Enterprise Cape Breton 
Corporation on specific real estate that may have other economic development potential. 
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Control of the mine water elevation in abandoned mine workings continued in 2003—04 through the 
Neville Street Well Field. The Emergency Water Treatment facility at the former No. 26 Colliery 
site was placed in a state-of-readiness following its shut down in June 2003. This means that if the 
mine water elevation cannot be controlled through the Neville Street Well Field, then the Emergency 
Water Treatment plant can be reactivated. Also in 2003, the Neville Street Well Field was upgraded 
to a permanent infrastructure, which will improve the reliability and efficiency of the facility. 


Regular meetings continue to be held with the regulators on activities surrounding mine water 
control and discharges from CBDC properties. In addition, PWGSC held regular sessions with 
various stakeholders on the efforts and results of the Site Closure Program throughout the 2003-04 
program year. 


One of the main objectives of the Corporation is to manage the risks associated with its real estate 
and physical assets. This takes into consideration the extensive number of abandoned structures and 
equipment on various properties, and forms a basis for demolition activities. In 2003, structures 
that could not be sold at the former Lingan Colliery were demolished, and the site was cleared. 
Coal silos and associated gantries were also demolished at three former mine sites. 


The liquidation of surplus machinery and equipment continued throughout the year. In June, a 
public sale of Prince Colliery equipment was held, and later in the year, another public auction of 
office furniture and small equipment was held. A metal recycling program was instituted early in 
the year which enabled the clean up of unsaleable and obsolete pieces of equipment from various 
sites. This material was collected, processed and sold in the international scrap market to take 
advantage of the high international prices, and raised almost $1.6 million in proceeds. Through a 
public tender process, CBDC also recycled ten buildings located on the former Lingan Colliery site. 
The tender was well received in the community and the buildings sold have been reestablished in 
the local community. All the quality control equipment was sold and major components of the Coal 
Preparation Plant were sold or recovered prior to the planned demolition of the plant infrastructure 
in 2004. 


The international advertising campaign, initiated last year, continues utilizing international 


publications and the internet. The web site, www.devco.ca, has been a valuable tool in promoting 
equipment sales, and has had 6,000 hits over the last year. 
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Board of Directors - Role and Responsibilities 


The Board of Directors of the Cape Breton Development Corporation is responsible for the 
management of the business and affairs of the Corporation. The President is the chief executive 
officer of the Corporation and has, on behalf of the Board, the direction and control of the business. 
The Board’s main responsibilities are to: 


* approve the Corporation’s strategic direction and corporate plan; 
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* approve the operating and capital budgets; 

¢ monitor corporate performance; 

* make, amend or repeal any by-laws that regulate the business or affairs of the corporation; 
* ensure that proper financial management practices and control systems are maintained; and 


* approve the annual financial statements. 


Board/Committee Structure 


The Board of Directors is comprised of the Chairperson, the President and a maximum of five other 
directors. The Chairperson and the President are each appointed by the Governor in Council. The 
other directors are appointed by the Minister with the approval of the Governor in Council. 


The Board of Directors holds meetings as required throughout the year to perform its responsibilities. 
During the 2003-04 fiscal year, the Board held six meetings. To fulfill some of its responsibilities and 
to assist the Board in making decisions, the Board has formed two committees. These committees 
and the responsibilities of each are as follows: 


Audit Committee 


* considers the audit plans of the Corporation’s external auditor; 


* reviews the Corporation’s annual audited financial statements and recommends on approval of 
these statements and on acceptance of the auditor’s report by the Board; 


* oversees internal audit of the Corporation; and 


* reviews and advises the Board on the plan and report of any Special Examination of the 
Corporation. 
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Environment Committee 


¢ develops and recommends, for Board approval, an overall Environmental Management Plan 
for the Corporation which will establish policies and objectives to ensure compliance with all 
applicable environmental laws; 


* reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 
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* discusses, investigates and monitors the main categories of applicable environmental risks and 
consequences relevant to the Corporation’s circumstances; and 


¢ ensures that the Board is informed on all significant environmental issues affecting the 
Corporation. 


It may be noted that the Board of Directors has dissolved the Pension Committee in light of the 
termination of the Corporation’s pension plans. All matters in relation to the former activities or 
to the wind-up of the pension plans which require Board consideration are now addressed directly 
by the Board of Directors rather than through a committee. 
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FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information 
in this report are the responsibility of management and have been approved by the Board of Directors. The 
financial statements include some amounts that are necessarily based on management’s best estimates and 
judgement. 


The financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. Financial information presented elsewhere in the annual report is consistent with that 
contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management 
maintains financial and management control systems and practices designed to provide reasonable assurance 
that transactions are authorized, assets are safeguarded and proper records are maintained in accordance 
with the Financial Administration Act and regulations as well as the Cape Breton Development Corporation 
Act, the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and by-laws 
of the Corporation. The external auditors have ready access to the Audit Committee of the Board, which 
oversees management’s responsibilities for maintaining adequate control systems and the quality of financial 
reporting. 


These financial statements have been independently examined by the Corporation’s auditor, the Auditor 
General of Canada, and her report is included herein. 


Ve ipal De Porn 


Merrill D. Buchanan, CA hris Jewett, CMA 
President Senior Financial Officer 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order 
to carry out this responsibility, the Committee, composed entirely of directors independent of management, 
meets at least twice a year to review the Corporation’s financial statements and recommend their approval to 
the Board of Directors. The Audit Committee also reviews any reports prepared by the Corporation’s internal 
and external auditors relating to its accounting policies and procedures, as well as its internal controls. The 
Committee meets independently with management and auditors to review the involvement of each in the 
financial reporting process. These meetings are designed to facilitate any private communication with the 
i al desired by each party. 


as i) fi a! a ; 

Vf / Oeon ae | YINO 
Gordon M. Ma¢Innis, CA 
Chairperson of the Audit Committee 


12 Cape Breton Development Corporation Annual Report - 2003/2004 


AUDITOR’S REPORT AND FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2004 
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YEAR ENDED MARCH 31, 2004 


Auditor General of Canada 
Vérificatrice générale du Canada 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 2004 
and the statements of operations and deficit and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation's management. My responsibility is to 
express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2004 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and the 
by-laws of the Corporation. 


Wiesner 


Shahid Minto, CA 
Assistant Auditor General 
for the Auditor General of Canada 


Halifax, Canada 
May 21, 2004 


240 rue Sparks Street, Ottawa, Ontario KIA 066 
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BALANCE SHEET 
AS AT MARCH 31, 2004 (in thousands of dollars) 


Assets 
Current assets 
Cash 
Accounts receivable (Note 4) 
Parliamentary appropriation receivable (Note 5) 
Prepaid expenses 
Inventories 
Coal 
Operating materials and supplies 
Capital assets (Note 6) 
Liabilities 


Current liabilities 
Accounts payable and accruals 
Current portion of long-term accrued obligations (Notes 7, 8, 9 and 10) 


Accrued obligation for early retirement and severance benefits (Note 7) 
Accrued obligation for workers’ compensation (Note 8) 

Accrued obligation for environmental costs (Note 9) 

Accrued obligation for other employee future benefits (Note 10) 


Deficit 


Deficit of Canada 


Future of the Corporation (Note 2) 
Accrued Pension Asset (Note 11) 
See accompanying notes to the financial statements. 


Approved by the Board 


Fe Ly BeOS Shee Sw Mere aes ARES hes Director 
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$ 2,808 
59,560 


62,368 


183,625 
132,270 
82,707 


7,780 


468,750 


(441,128) 


$ 27,622 


$ 30,326 


$ 5,341 
64,010 
69,351 


203,413 


131,369 
88,220 


7,921 


500,274 


(469.948) 


pee YA) 


Director 


STATEMENT OF OPERATIONS AND DEFICIT 


YEAR ENDED MARCH 31, 2004 (in thousands of dollars) 


CLOSURE AND RESIDUAL ACTIVITIES 


Expenses 
Early retirement and severance benefits (Note 7) 
Workers’ compensation and other employee future 
benefits (Notes 8 and 10) 
General and administrative 
Property and site maintenance 
Amortization 


Revenue and other income 
Interest and other income 
Gain from disposal of assets 


Net cost of closure and residual activities 
Corporate taxes (Note 12) 


Net results for the year before government funding 


Government funding 


Parliamentary appropriation to fund cash requirements (Note 5) 


Net results after government funding 


Deficit, beginning of year 


Deficit, end of year 


See accompanying notes to the financial statements. 
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(33,980) 


62,800 


28,820 


469.948 


$ _ 441,128 


(30,531) 


46.536 


16,005 


485,953 


$ 469.948 
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STATEMENT OF CASH FLOWS 
YEAR ENDED MARCH 31, 2004 (in thousands of dollars) 


Cash flows from (used for) operating activities: 


Cash receipts from customers 

Government funding received 

Cash paid to suppliers and employees 

Cash paid for early retirements, severance benefits,workers’ 
compensation and employee future benefits 


Cash flows from (used for) investing activities: 


Purchase of capital assets 
Proceeds from sale of capital assets 


(Decrease) increase in cash 


Cash, beginning of year 


Cash, end of year 


See accompanying notes to the financial statements. 
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$ 2,010 


(91) 


10,031 


$ 9,940 


$ 22,497 


8.605 


$ 10,031 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2004 (in thousands of dollars) 


ale 


AUTHORITY AND OBJECTIVES 


The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal industry on 
Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part I corporation for purposes of the 
Financial Administration Act. The Corporation is carrying out restructuring activities as outlined in Corporate 
Plans approved by the Governor in Council. The Government of Canada is providing funding support for these 
activities by means of annual appropriations. The Corporation is economically dependent on the Government of 
Canada. 


As allowed for in the Cape Breton Development Corporation Act, the Government of Canada can provide repay- 
able advances for working capital purposes up to a limit of $50,000. 


The Corporation is subject to provisions of the /ncome Tax Act. 


FUTURE OF THE CORPORATION 


In 2000, the Cape Breton Development Corporation Divestiture and Dissolution Act was proclaimed. This Act 
provides for the sale of assets, winding up of the affairs of the Corporation and its eventual dissolution on a date 
to be fixed by the Governor in Council. 


The Corporation’s resources are being directed at obtaining fair value for the disposal of surplus assets and real 
property, as well as addressing the best methods of handling the various long-term obligations. 


These financial statements reflect the impact of these activities to the extent that such decisions were made by 
March 31, 2004, and their impact can be reasonably determined. 


SIGNIFICANT ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies described below are appropriate under the current 
circumstances. 


a) Management Estimates 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amount of assets, liabilities, 
revenues, expenses and the disclosure of contingent liabilities at the date of the financial statements. Despite 
the use of the Corporation’s best estimates, it is possible that the amounts related to the accrued obligation for 
workers’ compensation, the accrued pension asset, the accrued obligation for early retirement and severance 
benefits, and the accrued obligation for environmental costs could change materially in the near term. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2004 (in thousands of dollars) 


b) Parliamentary Appropriations 


Parliamentary appropriations provided to fund cash requirements are recorded on the statement of operations 
and deficit in the year approved. 


c) Fair Values 
The fair values of financial instruments are determined as follows: 


* Current portion of accrued obligations - using cash flows of estimated future payments without 
discounting. 


« Accrued obligation for early retirement and severance benefits - using discounted cash flows of estimated 
future payments for early retirements, based on current interest rates. 


* Accrued obligation for workers’ compensation - using an actuarial valuation. 


« Accrued obligation for environmental costs - using estimated future payments, with discounting where 
applicable. 


* Accrued obligation for other employee future benefits - using discounted cash flows of estimated future 
payments, based on current interest rates. 


d) Capital Assets 


Capital assets are valued at the lower of cost less accumulated amortization and the estimated net realizble 
value. 


e) Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related costs, net of plan assets, 
as the benefits accrue to employees. The Corporation has adopted the following policies: 


* The cost of pensions is actuarially determined using the projected benefits method prorated on service and 
management’s best estimate of expected plan investment performance, salary escalation, and retirement 
ages of employees. For the purposes of calculating the expected return on plan assets, those assets are 
valued at fair value. The discount rate used to calculate the interest cost on the accrued benefit obligation 
is the long-term market rate at the measurement date. 


* The cost of other employee future benefits is based on the net present value of the future payments ex- 
pected to be made, using management’s best estimate of inflation rates for health and related benefits, 
usage rates and mortality rates. The portion of the liability related to a life insurance benefit to retirees 
over the age of 65 is actuarially determined. The cost of these other employee future benefits is included 
in workers’ compensation, pensions and employee future benefits. Management recognizes changes in the 
net present value of these liabilities from the original estimate based on the results of actual experience. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2004 (in thousands of dollars) 


f) 


g) 


h) 


Accrued Obligation for Early Retirement and Severance Benefits 


The accrued obligation for early retirement and severance benefits represents the net present value of liabilities 
for early retirement incentives, severance, and education and relocation allowances related to workforce reduc- 
tions when the decision has been approved by the Government of Canada and an estimate of the anticipated 
future costs can be reasonably determined. 


Changes in the net present value of this liability from the original estimate are based on the results of actual 
experience and changes in management’s assumptions. 


Accrued Obligation for Workers’ Compensation 


The accrued obligation for workers’ compensation represents the actuarially determined net present value of 
liabilities for benefits for work-related injuries of current and former employees when awards are approved 
by the Workers’ Compensation Board of Nova Scotia, or legislative amendments are made and the anticipated 
future costs can be reasonably calculated. No amount is recognized for future administration costs. 


Changes in the net present value of this liability are based on updated actuarial estimates of future costs as a 
result of actual experience and changes in actuarial assumptions. Adjustments arising from actuarial gains 
and losses are recognized in the year in which they occur. 


Accrued Obligation for Environmental Costs 


The accrued obligation for environmental costs represents anticipated future environmental costs based on 
management’s best estimate of the cost of complying with its interpretation of the requirements of appropri- 
ate environmental laws and regulations. These costs exclude any future salvage value that may be realized 
in carrying out these environmental actions. Amounts are discounted where future ongoing payments are 
anticipated. 


4. ACCOUNTS RECEIVABLE 


Accounts receivable are comprised of the following: 


2004 2003 

Harmonized Sales Tax refund $ 534 $ 1,183 
Corporate taxes receivable 78 78 
Other receivables 170 285 
$ 782 $ 1,546 


GOVERNMENT FUNDING 


During 2003/04, the Government of Canada provided the Corporation with an appropriation of $62,800 
(2003 - $46,536) approved by the Parliament of Canada to fund cash requirements. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2004 (in thousands of dollars) 


6. CAPITAL ASSETS 


2004 2003 
Accumulated Accumulated 
Adjusted Amortization Net Adjusted = Amortization Net 
Cost and Write- Book Cost and Write- Book 
Base Downs Value Base Downs Value 
Prince Colliery $ 13,356 $ 13,356 $ - S) 1lost42 $ 16,142 $ = 
Phalen Colliery 45,804 45,804 - POLI 62,211 = 
Donkin-Morien 
Development Project 80,679 80,679 - 80,679 80,679 - 
Coal Preparation Plant 93,445 93,445 . 111,500 111,500 - 
Other assets 7,978 7,141 837 27,094 26,266 828 
$ 241,262 $ 240,425 $ 837 $ 297,626 $296,798 Sa OLS 


Changes in value reflect disposals. The net book value represents land holdings. 


7. ACCRUED OBLIGATION FOR EARLY RETIREMENT AND SEVERANCE BENEFITS 


This accrued obligation consists of estimates for the cost of early retirement and severance initiatives when approval 
of such decisions is obtained. Components included are early retirement payments, cost of expected benefits, 
severances and re-education allowances. Changes to these estimates based on actual experience are recognized 
in the statement of operations and deficit. The statement of operations and deficit includes a charge of $11,896 
(2003 — $20,496) which primarily relates to interest charges as a result of discounting the obligation, as well as 
changes in actual experience and management’s estimate. 


Management made significant assumptions in preparing estimates of this accrued obligation, including: interest 
rates for discount factors and price indexation for the non-current portion of the liability; planned date of employee 
reductions: Canada Pension disability award rates; health and other benefit price indexation; and the number of 
reductions. An average interest rate assumption of 6% (2003 — 6%) is used as the discount factor for the non-cur- 
rent portion of early retirement payments and benefit costs. All other amounts are recorded without discounting. 
The estimate of liabilities, based on the above, could be significantly different if the key assumptions used by 
management for major determinants of the estimate vary from those planned. Management recognizes changes 
in this liability from the original estimate based on updated assumptions and actual experience. Management’s 
_ estimate for the remaining liabilities associated with early retirement and severance benefits at March 31 is: 


2004 2003 

Human resource strategy (1999) $ 119,919 $ 128,433 
Human resource strategy (1996) 46,070 Sow 
Human resource strategy (2001) 40,329 42,257 
Lingan Colliery closure 3,854 6,542 
Other early retirement incentives 8,349 ea 
218,521 240,180 

Less: current portion 34,896 36,767 
Non-current portion $ 183,625 Si OB au3 
Early retirement and severance expense $ 11,896 $ 20,496 
Early retirement and severance payments $ SESES $39,196 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2004 (in thousands of dollars) 


8. ACCRUED OBLIGATION FOR WORKERS’ COMPENSATON 


The Corporation’s accrued obligation for workers’ compensation represents the unfunded liability for the costs of 
benefits specified and administered by the Workers’ Compensation Board of Nova Scotia for work-related injuries 
of current and former employees. The actuarially determined liability consists of: long-term disability permanent 
awards in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, 
comprised mainly of pension payments for past claims; and other costs consisting mainly of temporary compen- 
sation, rehabilitation and medical aid in respect of past claims. The non-current portion of these amounts are 
presented on a net present value basis, excluding future administration costs. The statement of operations and 
deficit includes a charge of $18,006 (2003 — $6,561) which primarily relates to interest charges on the workers’ 
compensation obligation, as well as administration costs, and changes in actuarial assumptions. 


The actuary used assumptions, as agreed with management, in the calculation of the liability including: inflation 
rates, interest rates, mortality rates and aggregate claim projections for incidents which have occurred. The ac- 
tuarial liability could be materially different if assumptions on which the valuation is based vary significantly in 
future years. Changes in the liability are recognized based on extrapolation of actuarial results and adjustments 
arising from actuarial gains and losses in the year in which they occur. 


In October 2003, the Government of Nova Scotia tabled a bill in the Legislature in response to the Supreme Court 
of Canada decision on chronic pain. The Minister of Labour requested the Workers’ Compensation Board of 
Nova Scotia to make a recommendation on how to compensate workers with chronic pain. This review process is 
not completed. The passing and implementation of this bill is expected to impact the Corporation’s liability and 
payment of future workers’ compensation costs. However, the present obligations (actuarial value) do not make 
allowance for this, as there is currently insufficient information on which to base any liability calculations. 


The Corporation’s workers’ compensation costs and obligations at March 31 consist of: 


2004 2003 
Workers’ compensation obligations (actuarial value) $ 147,270 $ 146,619 
Less: current portion 15,000 i250) 
Non-current portion $ 132,270 o. 131369 
Workers’ compensation expense $ 18,006 $ 6,561 
Workers’ compensation payments $ 17,848 Se 0.027 
Weighted Average Assumptions: 

2004 2003 
Discount rate 5.5% a7 
Health care and rehabilitation indexation 2% DE 


ACCRUED OBLIGATION FOR ENVIRONMENTAL COSTS 


The Corporation has recorded its best estimate of anticipated future costs of environmental issues related to the 
decision on the future of the Corporation including: building demolition, clean-up, earthworks, water treatment 
and other reclamation works. This provision is based on management’s best estimate of the cost of complying 
with its interpretation of the requiréments of appropriate environmental laws and regulations. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2004 (in thousands of dollars) 


10: 


The Corporation’s estimate of this liability is a best estimate based on a range provided by consultants’ reports. In 
1999, these estimates varied from a low of $72,000 to a high of $158,000 based on various assumptions. During 
that year, the Corporation recorded its best estimate of the liability of $110,000. To properly meet these obliga- 
tions, the Corporation has entered into a strategic services arrangement with Public Works Government Services 
Canada (PWGSC). The arrangement allows for PWGSC to project manage the remediation activity, under spend- 
ing authority controlled by the Corporation. 


A multi-year Remediation Closure Plan, prepared by PWGSC and approved by the Corporation, has set priori- 
ties and guided remediation activities to date. Projects completed under this plan have reduced this liability to 
$91,616. 


The estimate of the liability is based on significant assumptions made by management reflecting the announced 
future direction of the Corporation, including: definition of appropriate legislation, regulations and industry 
practice; likely action required to meet the appropriate legislation, regulations and industry practice; approval and 
funding from the Government of Canada; the nature and extent of past and present environmental concerns; the 
extent of actions necessary to deal with long-term management of mine water; the extent of remediation required 
at the Victoria Junction Coal Preparation Plant; and discount rates used. Such estimates are subject to adjustment 
based on changes in laws and regulations and as new information becomes available. The estimate of the liability 
based on the above could be significantly different if the key assumptions used by management for determination 
of the estimate vary from those planned. 


The Corporation, along with the services of PWGSC, is conducting a major exercise of assessing each individual 
property owned by the Corporation. A complete pre-screening and detailed site assessment program is being car- 
ried out on each property to the level necessary to identify and record all environmental disturbances and impacts, 
whether caused by the Corporation’s operations or that of its predecessor. Upon completion, the results of this 
exercise will form the basis of an independent re-evaluation of the total environmental remediation obligation 
costs. 


The liability at March 31 is: 


2004 2003 
Accrued obligation for environmental costs $ 91,616 $ 99,370 
Less: current portion 8,909 M150 
Non-current portion $ 82,707 $ 88,220 


OTHER EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation’s 
Compassionate Disability Pension to age 65, a life insurance benefit to retirees over the age of 65 anda retiring 
allowance. The present value of these unfunded benefit plans is determined on the basis of management 
assumptions. 
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The significant management assumptions adopted in the calculation of the liability related to Compassionate 
Disability Pensioners include a discount rate of 6% (2003 — 6%), health and other benefit price indexation of 
5% (2003 — 4.75%), and mortality rates. The significant management assumptions adopted in the calculation of 
the liability related to the life insurance benefit include a discount rate of 5.75% (2003 — 6.75%) and mortality 
rates. The liability could be materially different if assumptions on which the estimate is based vary significantly 
in future years. The statement of operations and deficit includes a charge of $613 (2003 — credit of $398) in future 
employee benefit costs. Management’s estimate for the liabilities associated with other employee future benefits 
at March 31 is: 


2004 2003 
Other employee future benefits $ 8,535 $ 8,764 
Less: current portion ths) 843 
Non-current portion $ 7,780 Se myo7 1 
Other employee future benefits expense $ 613 $ (398) 
Other employee future benefits payments $ 842 $ 881 
PENSIONS 


The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. There were 
two major plans, consisting of a contributory plan and non-contributory plan. Benefits generally are based on 
employees’ length of service and rate of pay. The present value of pension plan benefits and current pension expense 
are independently determined by the Corporation’s actuary based on assumptions, as agreed with management. The 
determination of pension expense and the valuation of the accrued pension asset could be significantly different 
if the key assumptions on which the valuation is based vary from those planned. 


As aresult of the May 16, 2001 announcement, substantially all of the Corporation’s employees were terminated 
by December, 2001. The Office of the Superintendent of Financial Institutions (OSFI) gave approval to terminate 
both of the Corporation’s pension plans, effective December 31, 2001. 


As part of the termination process, annuities have been purchased for all pension benefit recipients. Those who 
are not currently eligible for pension benefits have the option of receiving the commuted value of their benefits 
or a deferred annuity. As of March 31, 2004 the majority of commuted value transfers have been paid, with 
the unpaid balances making up most of the accrued liability. The financial statements reflect the curtailment of 
the pension plans as at December 31, 2001 and disclose settlements with pensioners and former employees to 
March 31, 2004. The curtailment has been accounted for by recognizing a valuation allowance against the remaining 
accrued pension asset at March 31, 2004. As at March 31, 2004 there have been no settlement gains or losses 
recognized by the Corporation. 


Under the direction and guidance of OSFI, the Corporation has agreed and made arrangements with the group 
representing the members of both pension plans to go through an arbitration process to determine the entitlement 
and distribution of the final remaining surplus amounts in both plans. An arbitrator has been appointed and hearings 
have been scheduled for the Fall of 2004. 


The dispositions of any final net pension fund assets in the pension plans will require the approval of the Office of 


the Superintendent of Financial Institutions. Any impact on the Corporation’s financial position will be reflected 
when such approval is given. 
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The significant actuarial assumptions adopted in measuring the Corporation’s pension obligations are a discount 
rate of 5.75% (2003 — 6%). The total pension expense for the year for both plans is nil (2003 — nil). There 
were no pension contributions made to either of the Corporation’s pension plans during the year. The valu- 
ation allowance is $42,018 (2003 — $43,748) which represents the full value of the accrued pension asset at 


March 31, 2004. 


The Corporation’s pension assets and obligation for the non-contributory pension plan as at March 31 consist 


of: 

2004 2003 
Pension fund assets (fair value) $e) @S3i555 $ 36,642 
Accrued pension obligation (actuarial value) aaa 93 pee S60) 
Net pension fund assets 33,062 333506 
Accrued pension asset, net of valuation allowance $ - $ : 
Commuted value transfers and benefits paid $ 1,641 $35,107 
Annuity purchase payment $ 1,492 5) 3,200 
Determination of pension expense for the year is calculated as: 

2004 2003 
Net decrease in value of accrued pension asset $ 494 $ (9,404) 
Change in valuation allowance (494) 9,404 
Pension expense $ - $ - 
The Corporation’s pension assets and obligation for the contributory plan as at March 31 consist of: 

2004 2003 
Pension fund assets (fair value) $ 8,992 $ 11,349 
Accrued pension obligation (actuarial value) 36 Lo JIS)7/ 
Net pension fund assets $ 8.956 $ 10,192 
Accrued pension asset, net of valuation allowance $ = $ = 
Pension contributions - employee $ - $ 89 
Commuted value transfers and benefits paid $ 1,016 $ 21,475 
Annuity purchase payment $ 1,390 $ 1,800 
Determination of pension expense for the year is calculated as: 

2004 2003 
Net decrease in value of accrued pension asset $ 1,236 $ 245 
Change in valuation allowance (1,236) (245) 
Pension expense $ : $ = 
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In addition to the two Corporation pension plans, certain employees are covered by the Public Service 
Superannuation Plan administered by the Government of Canada. Contributions to the Plan are required from 
both the employee and the Corporation. Contributions with respect to current service are expensed in the current 
period. Contributions with respect to past service benefits are normally expensed when paid. Contributions by the 
Corporation in 2004 include $136 (2003 — $1,913) related to the cost of lump sum past service benefit buybacks, 
previously expensed. The Corporation is not required to make contributions with respect to actuarial deficiencies 
of the Public Service Superannuation Account. 


Contributions to the Public Service Superannuation Plan consisted of: 


Ne 2004 2003 
Contributions by the Corporation $ 527 $ 2,389 
Contributions by employees $ 216 $ PO 


CORPORATE TAXES 


The Corporation 1s subject to Part | Tax on income from a business and the Large Corporations Tax. The Corporation 
is not subject to the Nova Scotia Tax on Large Corporations. 


The corporate tax expense ts nil (2003 — $34) relates to Large Corporations Tax for the year 2004. 
RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, 
agencies and Crown corporations. The Corporation enters into transactions with these entities in the normal 
course of business. In addition to these transactions, the Government of Canada provides appropriations to the 
Corporation. 


The Corporation has engaged Public Works Government Services Canada (PWGSC) through a Services 
Arrangement, for the project management of its multi-year Remediation Closure Plan and Real Property Disposal 
Plan. Payments made to PWGSC totalled $8,193 (2003 — $5,249) plus invoices payable at year-end of $1,597 
(2003 — $3,514). These amounts are for the reimbursement of project contract payments as well as PWGSC 
disbursements and engineering design, and administration fees. 
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ape Breton Development Corporation 


ian, Squeegee 


Year Ended March 31, 2005 


Government 


Publications 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 and is 
wholly-owned by the Government of Canada. In 2000, the Cape Breton Development Corporation Divestiture 
Authorization and Dissolution Act was passed by Parliament. The Corporation, which is located on Cape 
Breton Island, Nova Scotia, closed its last coal mine in the fall of 2001. Also at that time, a sale of surface 
assets including the pier, railway and other associated assets was concluded. The residual activities of the 
Corporation involve addressing significant obligations for benefits to former employees and for environmental 


remediation as well as disposal of the remaining assets comprised of surplus equipment and land. 
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Honourable John Efford, P.C., M.P. 
Minister of Natural Resources 

21st Floor 

580 Booth Street 

Ottawa, Ontario 

KIA O0F4 


Dear Mr. Minister: 


On behalf of the Board of Directors, I am pleased to enclose the Financial 
Statements and Auditor’s Report for the Corporation for the fiscal year ended 
March 31, 2005. This annual report is submitted in accordance with the 
provisions of the Financial Administration Act and the Cape Breton Development 
Corporation Act. 
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Chairperson 


P.O. Box 2500, Sydney, N.S., Canada B1P 6K9 Tel: (902) 842-2600 Fax: (902) 842-2589 (~ ds 
C.P. 2500, Sydney, N-E, Canada B1P 6K9 Tel: (902) 842-2600 Fax: (902) 842-2589 anada 
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YEAR IN REVIEW 


* Total payments of $63.5 million were made in the year, primarily for early retirement 
payments, workers’ compensation benefits and remediation activities, with close to $57.0 
million or 90% of the total going directly into Cape Breton communities. 


* Under the Services Agreement between Cape Breton Development Corporation (CBDC) 
and Public Works and Government Services Canada (PWGSC), the Public Works program 
managed sixteen remediation/reclamation projects having a total expenditure of $9.1 million, 
with close to $7.2 million of this paid to Cape Breton contractors and service providers. 


+ Net proceeds of $1.5 million were realized on the sale of surplus buildings, equipment and 
scrap from the Corporation’s properties. 


¢ Extensive environmental assessments have been undertaken on all CBDC land holdings, and 
the information gained served as a basis for establishing a revised liability estimate and multi- 
year remediation/reclamation work plan. 


¢ An arbitration to determine ownership of the surplus in both the Contributory Plan and the 
Non-Contributory Plan was held in September 2004, and the arbitrator awarded the surplus in 
both plans to the members. 


FINANCIAL SUMMARY 
$’s in thousands 2005 2004 


Payments for early retirements, severance benefits, workers’ 


compensation and employee future benefits $ 50,379 $ 52,245 
Payments for environmental reclamation and remediation 9,137 7,154 
Parliamentary appropriations to fund cash requirements 60,200 62,800 
Long-term accrued obligations 471,402 462,750 
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PRESIDENT’S OVERVIEW 


The Corporation continued its activities of addressing the post-operations residual activities 
and long-term obligations in 2004-05. 


These activities and obligations are categorized as human resource related, including 
early retirement programs, workers’ compensation, and other post-employment benefits or 
environmental related including site remediation, reclamation and closure activities. 


Recognizing the importance of having all obligations fully identified and understood, 
considerable time and resources have been spent over the past two years in assessing the 
environmental conditions which exist on the Corporation's properties. This exercise has now 
been largely completed and has provided information by which to update and revise the multi- 
year remediation/reclamation program. Although the work requirements and cost estimates have 
increased, taking into account the work that has been done over the past three years, revised 


| forecasts of the multi-vear program indicate that the required work can be concluded within 


the original ten year timeframe. 


The human resource obligations continue to be addressed primarily by the Corporation’s 
administrative staff. In the case of the environmental obligations, there is a joint effort provided 
by the services of PWGSC for program/project management combined with background and 
technical skills input from CBDC personnel. 


As always, it is important to acknowledge the work and efforts of the relatively small group of 
remaining employees. Each one provides valuable knowledge and expertise in dealing with their 
various responsibilities. I also want to thank the members of the Board of Directors for their 
on-going strong support and involvement in 2004-05. The Board, management and employees 
are focused and committed to appropriately addressing the Corporation’s obligations going- 


forward. 


OL a iiSgs? Dok aed 


Merrill D. Buchanan 
President 
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Financial Review 


In 2004-05, the Corporation continued to provide the administrative, financial and human resource 
services necessary to ensure all remaining residual activities and outstanding obligations were 
adequately provided. The following is a summary of the financial results for the fiscal year 2004- 
05 in meeting these obligations and activities. 


Expenses for the fiscal year 2004-05 totalled $71.0 million. Environmental costs account for $44.3 
million of this total. This includes an expense adjustment of $40.8 million to recognize a revised 
environmental liability estimate. Current year costs for ongoing early retirement and severance 
benefits were $8.0 million. Workers’ compensation and other non-pension employee future benefit 
costs, net of actuarial estimate adjustments, were $14.5 million. Remaining costs were $3.3 million 
for general.and administrative expenses related to residual activities and $0.9 million for property 
and site maintenance. 


Worker’s compensation and other non-pension future benefits costs include the cost of benefits 
specified and administered by the Workers’ Compensation Board of Nova Scotia. These costs are 
determined on the basis of actuarial valuations. 


Disposal of surplus assets in fiscal year 2004-05 resulted in a net gain of $1.5 million. Interest and 
other income of $0.6 million brought total revenue for the year to $2.1 million. 


The net cost of activities for the year was $68.9 million. 


Cash flow requirements of the Corporation in the year were financed mainly from Government 
funding received of $60.8 million. On the cash disbursement side, $50.4 million was used to pay for 
early retirements, severance benefits, workers’ compensation and employee future benefits. A total 
of $13.2 million was paid to suppliers and employees, including $9.1 million for environmental/ 
remediation projects. There were no working capital advances required during the year. 


Human Resources 


The accrued obligations in respect of former employees relating to early retirement payments (ERIP), 
worker’s compensation awards, and other post-employment entitlements represent $347.8 million 
or 74% of the Corporation’s long-term liabilities. 


There are 1,071 individuals currently in receipt of ERIP benefits and some of these payments will 
extend for over twenty years. As well, there are in excess of 2,000 former employees or their 
survivors in receipt of compensation awards and similarly many of these payments will extend for 
twenty or more years in the future. While administering the current activity on these long-term 
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obligations, the Corporation has assessed the most effective and efficient approach to managing 
these obligations over the long-term. This review determined that it remains beneficial for CBDC 
to continue administering these benefits for its former employees. 


The two labour arbitration decisions associated with the closure of CBDC’s operations each allotted 
$5.0 million toward an Education/Relocation Program for severed employees. The funds can be 
used by the former employees for eligible education and relocation expenses. As at March 31, 2005, 
disbursements from both funds totalled $9.5 million. Approximately $0.7 million was allocated 
during the 2004-05 fiscal year. The majority of the expenditures were for post secondary education 
purposes or Registered Education Savings Plan purchases. The funds have been used by 794 severed 
employees. Plans are in place to have the remaining $0.5 million fully utilized during the 2005 
and 2006 calendar years. 


Pension Plans 


The Corporation is the administrator of two registered pension plans on behalf of the former employees 
of the Corporation. The plans are registered for the purposes of the Pension Benefits Standards Act, 
1985 and the Income Tax Act. The plans consist of a contributory and a non-contributory plan. Both 
plans are defined benefit plans with the benefits generally based on employees’ length of service 
and, in the case of the contributory plan, on the amount of career earnings. 


Both the 5% Contributory Plan and the Non-Contributory Plan were terminated as of 
December 31, 2001, due to the reduction in employees resulting from the closure of operations. As 
of the termination date, both plans were fully funded which means the plans are in a financial position 
to provide 100% of the benefit entitlement for each plan member. The Office of the Superintendent 
of Financial Institutions (OSFI) approved the termination of the plans. Concluding the pension 
plans activities, known as the wind-up process, involves three main components: 


1. Arranging the continuation of pension benefit payments for those already on or eligible for 

pension. 

Arranging commuted value transfers (moving money to an individual RRSP) for those with an 

accrued benefit, but not yet eligible for a pension. 

3. ‘Determining the disposition of the surplus funds remaining in the plans after items | and 2 are 
completed. 


i) 


39 


Components “I” & “2” have been essentially completed in the period of 2002 through 2004. 


Component “3” required CBDC to file wind-up reports on the pension plans with OSFI which was 
done in December, 2002. The reports identified estimated surpluses as of the termination date, after 
the settlement of all accrued obligations, of about $26 million for the Non-Contributory Plan and 
approximately $9 million for the Contributory Plan. 


In order to have a disposition of the surplus funds in the pension plans, a determination of the 
ownership of these funds was required. In 2003, it was decided that the appropriate way of 
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determining ownership would be by way of an arbitration. The Corporation and the Representative 
Committee, on behalf of the members, jointly agreed that Honourable Peter Cory, former Justice 
of the Supreme Court of Canada, act as arbitrator. 


Judge Cory heard this matter in September 2004 and in his decision, he awarded the surplus in both 
the Contributory Plan and the Non-Contributory Plan to the members. Judge Cory concluded that 
under the 1967 Act which established CBDC, all money in any pension plan established by CBDC 
must go to the members. 


Subsequent to the arbitrator’s decision which was final and binding, the Representative Committee 
and its advisors have developed a surplus distribution proposal. That process is currently on- 
going and-will ultimately have to be approved by the Office of the Superintendent of Financial 
Institutions before the surplus funds can be paid out. The Corporation, as the administrator of the 
Plans, continues to provide assistance to the Representative Committee with the remaining steps 
of this distribution process. 


Site Reclamation/Remediation 


Activities continued in 2004-05 on the multi-year remediation and site closure program. The 
Corporation continued the engagement of Public Works and Government Services Canada (PWGSC) 
as project manager of the remediation and site closure program. For the CBDC program, this involved 
aspects such as project management, environmental assessment and remediation, hazardous material 
management, as well as demolition and decommissioning. 


A Program Team, composed of representatives from both PWGSC and the Corporation, was 
established under the terms of a Service Agreement that was signed by PWGSC and the Corporation 
in 2004. The complementary skills of the team members has allowed them to work effectively to 
develop creative solutions to unique mining related situations. CBDC continues to retain a core of 
key, technically qualified individuals with specific background knowledge of its property, processes, 
history and the issues with the site closure. 


The three priorities for undertaking remedial and closure actions that were approved by the Board 
of Directors in 2003 continue to be emphasized as part of the site closure program. These priorities 
are based on: 


1. Human health and safety issues; 


2. Environmental requirements; and 
3. Socio-economic requirements and future land use. 
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The 2004-05 program primarily involved significant activities on two aspects: environmental site 
assessments on a large number of CBDC properties, and major demolition as well as other activities 
at the former Victoria Junction Coal Preparation Plant site. There were also other activities such as 
water management, site rehabilitation, development of a long-term closure program, construction 
of a passive treatment system and updating the environmental liability estimate. A total of $9.1 
million was committed to the site closure program in 2004-05 and $7.2 million of this commitment 
was awarded to local contractors, consultants and other service providers. 


The former Victoria Junction Coal Preparation Plant (VJCPP) site witnessed the most significant 
activity in the 2004-05 program. In excess of $3.8 million was committed to activities on the site 
that included: demolition on the majority of structures, remediation of three coal storage areas, re- 
grading and a ten meter lowering of the profile of the ten million tonnes coarse waste storage pile 
(CWP) located on the site. In addition, PWGSC engaged two consultants to develop the conceptual 
closure options for the site and the final design for the application of an engineered cover over the 
CWP. This cover is designed to substantially reduce the contamination of a wetland located adjacent 
to the property. This work will allow for the engagement of a contractor in 2005-06 to construct the 
engineered cover, which is expected to take upwards of 16-18 months to complete. 


Essentially all property holdings of the Corporation have undergone a pre-screening and Phase I 
environmental site assessment as per the CCME Guidelines. Following this process, the Program 
Team analyzed the data and confirmed that a number of properties were suspected of containing some 
level of environmental contamination. Asa result, Phase II/III environmental site assessments as per 
the CCME Guidelines have been completed on the majority of the impacted properties, in particular 
the more heavily impacted sites. The balance of the Phase II/III assessments will be completed in 
the 2005-06 work program. 


The information generated from the ESA assessments was utilized by a consultant engaged by 
CBDC to update the Corporation’s environmental liability estimate. The updated liability estimate 
is now recognized to be $124 million as compared to the $110 million that was first recorded in 
the 1999 Annual Report. The 1999 estimate was not based on an ESA of all properties owned by 
the Corporation, and it did not provide for ongoing, long-term care and maintenance of remediated 
properties, which is now the norm when developing environmental liability estimates. 


The Corporation has experienced a stable condition related to control of the mine water elevation in 
the abandoned mine workings of the No.1B Hydraulic System located beneath the communities of 
Glace Bay and Dominion. There were also investigations conducted in four other hydraulic systems 
located in Sydney Mines, New Waterford and New Victoria. Information collected indicates that these 
systems are currently stable and filling at a rate lower than expected. A state of care and maintenance 


has been established for each system whereby water elevation and quality will be monitored on a 
regular frequency. 
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PWGSC and CBDC continue to meet with the regulators on activities surrounding the site closure 
program. By June 11, 2006, CBDC as well as many other parent Crown corporations will be subject 
to the requirements of the Canadian Environmental Assessment Act or to a modified environmental 
assessment process set in regulation. As a result of this situation, PWGSC and CBDC have already 
had discussions with the current group of regulators about how implementation will affect the 
remediation process beyond June 11, 2006. 


The Corporation continues to negotiate with Enterprise Cape Breton Corporation (ECBC) on the 
transfer of real property to that entity for use in economic development initiatives. Recently, a block 
of land in the New Waterford area was transferred to ECBC for the use in the development of a wind 
energy project. Evaluation of other CBDC land for other possible wind energy projects is currently 
ongoing. On another front, the Corporation has continued to work closely with the Province of 
Nova Scotia on its coal related interests by transferring a significant volume of information relating 
to the Donkin resource block. There also continues to be discussions with the Province about the 
possibility that its initiatives in regard to future coal production will provide an opportunity for 
CBDC to dispose of some of its land holdings. 


The liquidation of surplus machinery and equipment continued throughout the year. Sales of 
used mining equipment were made through the use of tenders, returns to original manufacturers 
and through direct sales. Customers included Canadian coal mining companies and international 
equipment suppliers. Through a public tender process, CBDC also recycled 10 buildings that were 
located on the former Victoria Junction Coal Preparation Plant site. These buildings, similar to 
ones sold earlier, have been mostly relocated by the purchasers to other sites in the municipality 
for use in various private sector business endeavours. In December 2004, CBDC invited bids for 
the purchase of the track materials on the abandoned Glace Bay rail line. The successful bidder 
plans to recover these materials by the end of June 2005. 


The international advertising campaign, initiated in 2003, continues utilizing international 
publications and the Internet. The web site, www.devco.ca, has been a valuable tool in promoting 
equipment sales, and has had 7,700 hits over the last year. 
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Board of Directors - Role and Responsibilities 


The Board of Directors of the Cape Breton Development Corporation is responsible for the 
management of the business and affairs of the Corporation. The President is the chief executive 
officer of the Corporation and has, on behalf of the Board, the direction and control of the business. 
The Board’s main responsibilities are to: 


* approve the Corporation’s strategic direction and corporate plan; 
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* approve the operating and capital budgets; 

* monitor corporate performance; 

* make, amend or repeal any by-laws that regulate the business or affairs of the Corporation; 
* ensure that proper financial management practices and control systems are maintained; and 


¢ approve the annual financial statements. 


Board/Committee Structure 


The Board of Directors is comprised of the Chairperson, the President and a maximum of five other 
directors. The Chairperson and the President are each appointed by the Governor in Council. The 
other directors are appointed by the Minister with the approval of the Governor in Council. 


The Board of Directors holds meetings as required throughout the year to perform its responsibilities. 
During the 2004—05 fiscal year, the Board held seven meetings. To fulfill some of its responsibilities 
and to assist the Board in making decisions, the Board has two committees. These committees and 
the responsibilities of each are as follows: 


Audit Committee 


* considers the audit plans of the Corporation’s external auditor; 


* reviews the Corporation’s annual audited financial statements and recommends on approval of 
these statements and on acceptance of the auditor’s report by the Board; 


* oversees internal audit of the Corporation; and 


* reviews and advises the Board on the plan and report of any Special Examination of the 
Corporation. 
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Environment Committee 


¢ develops and recommends, for Board approval, an overall Environmental Management Plan 
for the Corporation which will establish policies and objectives to ensure compliance with all 
applicable environmental laws; 


* reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 
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* discusses, investigates and monitors the main categories of applicable environmental risks and 
consequences relevant to the Corporation’s circumstances; and 


* ensures that the Board is informed on all significant environmental issues affecting the 
Corporation. 
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FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information 
in this report are the responsibility of management and have been approved by the Board of Directors. The 
financial statements include some amounts that are necessarily based on management’s best estimates and 
judgement. 


The financial statements have been prepared by management in accordance with Canadian generally ac- 
cepted accounting principles. Financial information presented elsewhere in the annual report is consistent 
with that contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management 
maintains financial and management control systems and practices designed to provide reasonable assurance 
that transactions are authorized, assets are safeguarded and proper records are maintained in accordance 
with the Financial Administration Act and regulations as well as the Cape Breton Development Corporation 
Act, the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and by-laws 
of the Corporation. The external auditors have ready access to the Audit Committee of the Board, which 
oversees management’s responsibilities for maintaining adequate control systems and the quality of financial 
reporting. 


These financial statements have been independently examined by the Corporation’s auditor, the Auditor 
General of Canada, and her report is included herein. 


Merrill D. Buchanan, CA hris Jewett, CMA 
President Senior Financial Officer 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order 
to carry out this responsibility, the Committee, composed entirely of directors independent of management, 
meets at least twice a year to review the Corporation’s financial statements and recommend their approval to 
the Board of Directors. The Audit Committee also reviews any reports prepared by the Corporation’s internal 
and external auditors relating to its accounting policies and procedures, as well as its internal controls. The 
Committee meets independently with management and auditors to review the involvement of each in the 
financial reporting process. These meetings are designed to facilitate any private communication with the 
Comynittee desired by each party. 


/ ‘i avy ory : fees 


Gordon M. Maginnis, CA 
Chairperson of the Audit Committee 
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YEAR ENDED MARCH 31, 2005 


Auditor General of Canada 
Verificatrice genérale du Canada 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 2005 
and the statements of operations and deficit and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation's management. My responsibility is 
to express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2005 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied, after giving retroactive effect to the change in the method of 
accounting for environmental costs as explained in Note 4 to the financial statements, on a basis 
consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and the 
by-laws of the Corporation. 


one hae 


Shahid Minto, CA 
Assistant Auditor General 
for the Auditor General of Canada 


Halifax, Canada 
May 13, 2005 


240 rue Sparks Street, Ottawa, Ontario KIA 0G6 
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BALANCE SHEET 
AS AT MARCH 31, 2005 (in thousands) 


Assets 
Current assets 
Cash 
Accounts receivable 
Parliamentary appropriation receivable (Note 5) 
Prepaid expenses 


Property, plant and equipment (Note 6) 


Liabilities 
Current liabilities 
Accounts payable and accruals 
Current portion of long-term accrued obligations (Notes 7, 8, 9 and 10) 


Accrued obligation for early retirement and severance benefits (Note 7) 

Accrued obligation for environmental costs (Note 8) 

Accrued obligation for workers’ compensation (Note 9) 

Accrued obligation for other non-pension employee future benefits 
(Note 10) 


Deficit 


Deficit of Canada (Note 4) 


Future of the Corporation (Note 2) 
See accompanying notes to the financial statements. 


Approved by the Board 
/ 
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$ 9,418 


$ 2,945 
57,360 
60,305 

163,090 


114,381 
129,613 


6,958 


474,347 


(446,637) 


$ 27,710 


2004 
Restated 


(See Note 4) 


$ 9,940 
782 
12,800 


3,263 
26,785 
837 


$ 27,622 


$ 2,808 
59,560 


62,368 
183,625 


TOSS 
132,210 


7,780 


465,558 


(437,936) 


$ 2O22 
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STATEMENT OF OPERATIONS AND DEFICIT 
YEAR ENDED MARCH 31, 2005 (in thousands) 


CLOSURE AND RESIDUAL ACTIVITIES 
Expenses 
Environmental costs (Note 8) 
Early retirement and severance benefits (Note 7) 
Workers’ compensation and other non-pension 
employee future benefits (Notes 9 and 10) 


General and administrative 
Property and site maintenance 


Revenue and other income 
Interest and other income 
Gain from disposal of property, plant and equipment 


Net result of closure and residual activities before government funding 


Government funding 
Parliamentary appropriation to fund cash requirements (Note 5) 


Net results after government funding 


Deficit, beginning of year as previously reported 
Effect of change in accounting policy (Note 4) 
Deficit, beginning of year as restated 


Deficit, end of year 


See accompanying notes to the financial statements. 
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$ 44,314 


(68,901) 


60.200 


(8,701) 


437,936 


$ 446,637 


2004 
Restated 


(See Note 4) 


$ 913 
11,896 


18,619 
4,523 


1,534 


37,485 


1,246 


1,346 


2,592 


(34,893) 


___ 62,800 


27,907 


469,948 
(4.105) 
465,843 


$ 437,936 


STATEMENT OF CASH FLOWS 
YEAR ENDED MARCH 31, 2005 (in thousands) 


Cash flows from (used for) operating activities: 
Cash receipts from customers 
Government funding received 
Cash paid to suppliers and employees 


Cash paid for early retirements, severance benefits, workers’ 
compensation and other non-pension employee future benefits 


Cash flows from (used for) investing activities: 


Purchase of property, plant and equipment 
Proceeds from sale of property, plant and equipment 


Decrease in cash 
Cash, beginning of year 


Cash, end of year 


See accompanying notes to the financial statements. 
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2005 


$ 814 
60,800 
(13,167) 
(50,379) 


1,932 


(62) 


1,472 


1,410 


(522) 


9,940 


§_i8 


2004 


S 2,010 
64,536 
(15,729) 
(52,245) 


(1.428) 


(9) 


1,346 


1337. 


(91) 


10,031 


$ 9.940 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2005 (in thousands) 


1. 


AUTHORITY AND OBJECTIVES 


The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal industry on 
Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part I corporation for purposes of the 
Financial Administration Act. The Corporation is carrying out restructuring activities as outlined in corporate 
plans approved by the Governor in Council. The Government of Canada is providing funding support for these 
activities by means of annual appropriations. The Corporation is economically dependent on the Government of 
Canada. 


AS allowed for in the Cape Breton Development Corporation Act, the Government of Canada can provide repay- 
able advances for working capital purposes up to a limit of $50,000. 


The Corporation is subject to provisions of the /ncome Tax Act. 


FUTURE OF THE CORPORATION 


In 2000, the Cape Breton Development Corporation Divestiture and Dissolution Act was proclaimed. This Act 
provides for the sale of assets, winding up of the affairs of the Corporation and its eventual dissolution on a date 
to be fixed by the Governor in Council. 


Since 2001, the Corporation’s resources have been directed at obtaining fair value for the disposal of surplus assets 
and real property, the successful completion of its short-term obligations, as well as determining the best methods 
of handling the various long-term obligations. The Corporation’s Board of Directors has endorsed a plan that sees 
the entity continue with a small number of its experienced and knowledgeable employees. A comprehensive review 
of a number of possible options determined this to be the best method for the efficient and effective management 
of the Corporation’s long-term obligations. 


These financial statements reflect the impact of these activities to the extent that such decisions were made by 
March 31, 2005, and their impact can be reasonably determined. 


SIGNIFICANT ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies described below are appropriate under the current 
circumstances. 


a) Management Estimates 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amount of assets, liabilities, 
revenues, expenses and the disclosure of contingent liabilities at the date of the financial statements. Despite 
the use of the Corporation’s best estimates, it is possible that the amounts related to the accrued obligation for 
early retirement and severance benefits, the accrued obligation for environmental costs, the accrued obligation 
for workers’ compensation, and the accrued obligation for other non-pension employee future benefits could 
change materially in the near term. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2005 (in thousands) 


b) Parliamentary Appropriations 


Parliamentary appropriations provided to fund cash requirements are recorded on the statement of operations 
and deficit in the year approved. 


c) Fair Values 
The fair values of financial instruments are determined as follows: 


* Current portion of accrued obligations - using cash flows of estimated future payments without 
discounting. 


* Accrued obligation for early retirement and severance benefits - using discounted cash flows of estimated 
future payments for early retirements, based on current interest rates. 


* — Accrued obligation for environmental costs - using discounted cash flows of estimated future payments 
for environmental costs, based on a risk-free interest rate. 


* Accrued obligation for workers’ compensation - using an actuarial valuation. 


* Accrued obligation for other non-pension employee future benefits - using discounted cash flows of 
estimated future payments, based on current interest rates. 


d) Property, Plant and Equipment 


Property, plant and equipment are valued at the lower of cost less accumulated amortization and the estimated 
net realizable value. 


e) Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related costs, net of plan assets, 
as the benefits accrue to employees. The Corporation has adopted the following policy: 


* The cost of other non-pension employee future benefits is based on the net present value of the future 
payments expected to be made, using management’s best estimate of inflation rates for health and related 
benefits, usage rates and mortality rates. The portion of the liability related to a life insurance benefit to 
retirees over the age of 65 is actuarially determined. Management recognizes changes in the net present 
value of the liability based on the results of actual experience. 


* The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. 
The plans were terminated effective December 31, 2001. An arbitrator’s decision awarded the surplus in 
the pension plans to the plan members. There will be no further expenses related to the pension plans or 
any further contributions required by the Corporation. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2005 (in thousands) 


f) Accrued Obligation for Workers’ Compensation 


The Corporation is a self-insured employer and is accountable for workers’ compensation liabilities incurred. 
The accrued obligation for workers’ compensation represents the actuarially determined net present value of 
liabilities for benefits for work-related injuries of current and former employees when awards are approved by 
the Workers’ Compensation Board of Nova Scotia, or when legislative amendments are made and the antici- 
pated future costs can be reasonably calculated. No amount is recognized for future administrative costs. 


Changes in the net present value of this liability are based on updated actuarial estimates of future costs as a 
result of actual experience and changes in actuarial assumptions. Adjustments arising from actuarial gains 
and losses are recognized in the year in which they occur. 


g) Accrued Obligation for Early Retirement and Severance Benefits 


The accrued obligation for early retirement and severance benefits represents the net present value of liabilities 
for early retirement incentives, severance, and education and relocation allowances related to workforce reduc- 
tions when the decision has been approved by the Government of Canada and an estimate of the anticipated 
future costs can be reasonably determined. 


Changes in the net present value of this liability from the original estimate are based on the results of actual 
experience and changes in management’s assumptions. 


h) Accrued Obligation for Environmental Costs 


The accrued obligation for environmental costs represents the net present value of liabilities of estimated future 
environmental costs based on management’s best estimate of the cost of complying with its interpretation of 
the requirements of appropriate environmental laws and regulations. These costs exclude any future salvage 
value that may be realized in carrying out these environmental actions. 


CHANGE IN ACCOUNTING POLICY 


Effective April 1, 2004, the Corporation adopted the Canadian Institute of Chartered Accountants (CICA) standard 
for asset retirement obligations. This standard applies to the site closure and environmental remediation program 
resulting from mining operations and related activity on property owned by the Corporation. The new standard 
requires the recognition of the net present value of these liabilities when incurred. The new standard was applied 
retroactively and the Corporation’s net results and deficit from prior years have been restated to reflect the new 
standard. The opening deficit in 2005 was reduced by $3,192 (2004 - $4,105). After restatement, in 2004, the 
accrued obligation for environmental costs was reduced by $3,192 and expenses for environmental costs were 
increased by $913. 


GOVERNMENT FUNDING 


During 2004/05, the Government of Canada provided the Corporation with an appropriation of $60,200 
(2004 - $62,800) approved by the Parliament of Canada to fund cash requirements. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2005 (in thousands) 


PROPERTY, PLANT AND EQUIPMENT 


2005 2004 
Accumulated Accumulated 
Adjusted Amortization Net Adjusted = Amortization Net 
Cost and Write- Book Cost and Write- Book 
Base Downs Value Base Downs Value 
Prince Colliery $ 9,635 $ 9,635 $ - Sle 856 $ 13,356 $ - 
Phalen Colliery 34,700 34,700 - 45,804 45,804 - 
Donkin-Morien 
Development Project 80,679 80,679 - 80,679 80,679 - 
Coal Preparation Plant 24,530 24,530 - 93,445 93,445 - 
Other assets 5,880 4,981 899 T9718 _7,141 837 
$ 155,424 $ 154,525 $ 899 $ 241,262 $240,425 $ 837 


Changes in value reflect disposals and purchases. The net book value represents land holdings and sundry 
equipment. 


ACCRUED OBLIGATION FOR EARLY RETIREMENT AND SEVERANCE BENEFITS 


This accrued obligation consists of estimates for the cost of early retirement and severance initiatives when approval 
of such decisions is obtained. Components included are early retirement payments, cost of expected benefits, 
severances and education allowances. Changes to these estimates based on actual experience are recognized 
in the statement of operations and deficit. The statement of operations and deficit includes a charge of $7,993 
(2004 - $11,896) which primarily relates to interest charges as a result of discounting the obligation, as well as 
changes in actual experience and management’s estimate. 


Management made significant assumptions in preparing estimates of this accrued obligation, including: interest 
rates for discount factors and price indexation for the non-current portion of the liability; planned date of employee 
reductions; Canada Pension disability award rates; health and other benefit price indexation; and the number of 
reductions. All other amounts are recorded without discounting. The estimate of liabilities, based on the above, 
could be significantly different if the key assumptions used by management for major determinants of the estimate 


_ vary trom those planned. Management recognizes changes in this liability from the original estimate based on 


updated assumptions and actual experience. Management’s estimate for the remaining liabilities associated with 
early retirement and severance benefits at March 31 is: 


2005 2004 

Human resource strategy (1999) $ 110,675 $ 119,919 
Human resource strategy (1996) 38,920 46,070 
Human resource strategy (2001) 36,348 40,329 
Lingan Colliery closure 2,108 3,854 
Other early retirement incentives 7,460 8.349 
195,511 218,521 

Less: current portion 32,421 34.896 
Non-current portion $ 163,090 $ 183,625 
Early retirement and severance cost $ 7,993 $ 11,896 
Early retirement and severance payments $ 31,003 1 38,555 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2005 (in thousands) 


2005 2004 
Weighted-average assumptions: 
Discount rate 6% 6% 
Benefit price indexation 270 2% 
Health care price indexation 5% 5% 


ACCRUED OBLIGATION FOR ENVIRONMENTAL COSTS 


The Corporation has recorded its best estimate of anticipated future costs for environmental issues related to the 
decision on the future of the Corporation, including: building demolition, clean-up, earthworks, water treatment, 
other reclamation works and long-term care and monitoring. This unfunded liability is based on management’s 
best estimate of the cost of complying with its interpretation of the requirements of appropriate environmental 
laws and regulations. 


The Corporation, along with the services of Public Works and Government Services Canada (PWGSC), has 
been assessing each individual property owned by the Corporation. A complete pre-screening and detailed site 
assessment program is being carried out on each property to the level necessary to identify and record all envi- 
ronmental disturbances and impacts, whether caused by the Corporation’s operations or that of its predecessor. 
With the majority of this work now complete, the Corporation has, this year established a revised best estimate of 
its environmental liability. This estimate is based on the new property assessment work, studies and reports from 
independent consultants, and a review and verification of the data by PWGSC and management of the Corporation. 
The revised liability as at March 31, 2005, is estimated to be $123,601 (2004 - $88,424). This figure is discounted 
as required by the new accounting policy implemented this year for asset retirement obligations. 


The estimate of the liability is based on significant assumptions made by management, including: definition of and 
likely action required to meet the appropriate legislation, regulations and industry practice; the nature and extent 
of past and present environmental concerns; the extent of actions necessary to deal with long-term management 
of mine water; the extent of remediation required at mine and coal processing sites; and discount rates used. Such 
estimates are subject to adjustment based on changes in laws and regulations and as new information becomes 
available. Included in this liability estimate is an amount for indemnification in respect of environmental condi- 
tions of certain previously disposed properties. 


The estimate of the liability based on the above could be significantly different if the key assumptions used by 
management for determination of the estimate vary from those planned. 


The liability at March 31 is: 


2004 
Restated 

2005 (See Note 4) 
Accrued obligation for environmental costs, beginning of year $ 88,424 >) 95,205 
Payments (9,137) (7,754) 
Interest cost SE S837/ By ola 
Estimate revisions and adjustments 40,777 (2,898) 
Accrued obligation for environmental costs, end of year 123,601 88,424 
Less: current portion 9,220 8,909 
Non-current portion $ 114,381 Seay ost) 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2005 (in thousands) 


The key assumptions on which the liability is based are: 


* The total undiscounted amount of the estimated cash flows required to settle the liability is $197,547. 

* Cash expenditures for remediation costs are planned for the next 7 years. Cash expenditures for care and 
monitoring of the remediated sites are estimated for the next 50 years. 

¢ The risk-free rate at which the estimated cash flows have been discounted is 4% and the price indexation is 


3%. 


ACCRUED OBLIGATION FOR WORKERS’ COMPENSATION 


The Corporation’s accrued obligation for workers’ compensation represents the unfunded liability for the costs of 
benefits specified and administered by the Workers’ Compensation Board of Nova Scotia for work-related injuries 
of current and former employees. The actuarially determined liability consists of: long-term disability permanent 
awards in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, 
comprised mainly of pension payments for past claims; and other costs consisting mainly of temporary compen- 
sation, rehabilitation and medical aid in respect of past claims. The non-current portion of these amounts are 
presented on a net present value basis, excluding future administration costs. The statement of operations and 
deficit includes a charge of $14,591 (2004 - $18,006) which primarily relates to interest charges on the workers’ 
compensation obligation, as well as administration costs, and changes in actuarial assumptions. 


The actuary used assumptions, as agreed with management, in the calculation of the liability, including: inflation 
rates, interest rates, mortality rates and aggregate claim projections for incidents which have occurred. The actuarial 
liability could be materially different if assumptions on which the valuation is based vary significantly in future 
years. Changes in the liability are recognized based on extrapolation of actuarial results and adjustments arising 
from actuarial gains and losses in the year in which they occur. 


In July 2004, the Government of Nova Scotia approved the Chronic Pain Regulations. The Workers’ Compensation 
Board recently began individually assessing claims received from workers throughout the Province, including those 
of the Corporation. The implementation of these Regulations is expected to impact the Corporation’s liability and 
payment of future workers’ compensation costs. However, the present obligations (actuarial value) do not make 
allowance for this, as there is insufficient information, at this stage, on which to base any liability calculations. 


The Corporation’s workers’ compensation costs and obligations at March 31 consist of: 


2005 2004 
Workers’ compensation obligations (actuarial value) $ 144,613 $ 147,270 
Less: current portion 15,000 e000) 
Non-current portion $ 129,613 on 182270 
Workers’ compensation cost $ 14,591 $ 18,006 
Workers’ compensation payments $ 18,624 $ 17,848 
Determination of workers’ compensation costs for the year are calculated as: 
Interest cost $ 10,475 Se ODT 
Net actuarial loss 2,059 5,547 
Administration costs 2,057 2,038 
Workers’ compensation cost $ 14,591 $ 18,006 
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2005 2004 
Weighted-average assumptions: 
Discount rate 7.5% 7.5% 
Long-term disability, survivor pensions indexation 2% 2% 
Health care and rehabilitation indexation 5.75% DoY6 
All other cost indexation 4% 4% 


10. OTHER NON-PENSION EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation’s 
Compassionate Disability Pension to age 65, a life insurance benefit to retirees over the age of 65 and a retiring 
allowance. The present value of these unfunded benefit plans is determined on the basis of management assumptions. 


An actuarial valuation was obtained as of March 31, 2005. 


The liability could be materially different if assumptions on which the estimate is based vary significantly in 
future years. The statement of operations and deficit includes a credit of $106 (2004 — charge of $613) for other 
non-pension employee future benefits costs. Management’s estimate for the liabilities associated with other non- 


pension employee future benefits at March 31 is: 


2005 2004 

Other non-pension employee future benefits $ 7,677 So 48,035 
Less: current portion 719 1S 
Non-current portion $ 6,958 PES .0) 
Other non-pension employee future benefits (credit) cost $ (106) $ 613 
Other non-pension employee future benefits payments $ 752 $ 842 
Determination of other non-pension employee future benefits costs for the year are calculated as: 
Interest cost $ 149 $ 176 
Net actuarial (gain) loss (255) 437 
Other non-pension employee future benefits (credit) cost $ (106) $ 613 
Weighted-average assumptions: 
Compassionate Disability health benefits 

Discount rate 6% 6% 

Health care price indexation 5% 5% 
Post-employment life insurance 

Discount rate Sve SSM 
Retiring allowance 

Discount rate 6% 6% 

Benefit price indexation 3% 3% 
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11. PENSIONS 


The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. There 
were two major plans, consisting of a contributory and non-contributory plan. Benefits generally are based on 
employees’ length of service and rate of pay. The present value of pension plan benefits and current pension cost 
are independently determined by the Corporation’s actuary based on assumptions, as agreed with management. 


As a result of the May 16, 2001 announcement, substantially all of the Corporation’s employees were terminated 
by December 2001. The Office of the Superintendent of Financial Institutions (OSFI) gave approval to terminate 
both of the Corporation’s pension plans, effective December 31, 2001. 


As part of the termination process, annuities have been purchased for all pension benefit recipients. Those who 
were not eligible for pension benefits had the option of receiving the commuted value of their benefits or a deferred 
annuity. - As of March 31, 2005 the majority of commuted value transfers have been paid. Any known unpaid 
balances have been included as an offset in the market value of assets. 


An arbitration to determine the entitlement of the final remaining surplus in both pension plans was held in 
September 2004, under the direction and guidance of OSFI. The arbitrator’s decision, which 1s final and binding, 
awarded the surplus in both plans to the members. The member representative committee and its advisors have 
developed a distribution proposal. This process is currently ongoing and will ultimately have to be approved by 
OSFI to allow final distribution of the funds. This is expected to take place during 2005. Based on this, the pension 
assets are valued at fair market less estimated final wind-up expenses with no discounting. The Corporation, as 
the administrator of the plans, continues to provide assistance to the member representative committee with the 
remaining steps of this process. 


The Corporation’s pension assets and obligation for the non-contributory pension plan as at March 31 consist 


of: 
2005 2004 
Pension fund assets (market value) $ 30,935 S$ 1335555 
Accrued pension obligation (actuarial value) - 493 
Net pension fund assets $ 30,935 $33,062 
Accrued pension asset, net of valuation allowance $ = $ 5 
_ Commuted value transfers and benefits paid $ 594 $ 1,641 
Annuity purchase payment $ 1,355 $ 1,492 
Determination of pension costs for the year is calculated as: 
Net decrease in value of accrued pension asset $ 33,062 S 494 
Change in valuation allowance (33,062) (494) 
Pension costs $ - $ - 
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The Corporation’s pension assets and obligation for the contributory plan as at March 31 consist of: 


2005 2004 
Pension fund assets (market value) $ 9,007 $ ©8992 
Accrued pension obligation (actuarial value) - 36 
Net pension fund assets $ 9,007 $ 8,956 
Accrued pension asset, net of valuation allowance $ = $ = 
Commuted value transfers and benefits paid $ 2 $ 1,016 
Annuity purchase payment $ 27 Doo 90 
Determination of pension costs for the year is calculated as: 
Net decrease in value of accrued pension asset $ 8,956 $ 11,236 
Change in valuation allowance (8,956) (L235) 
Pension costs $ - $ . 


In addition to the two Corporation pension plans, certain employees are covered by the Public Service Pension 
Plan administered by the Government of Canada. Contributions to the Plan are required from both employees and 
the Corporation. Contributions with respect to current service are expensed in the current period. Contributions by 
the Corporation in 2005 include $451 (2004 - $136) related to the cost of lump sum past-service benefit buybacks, 
previously expensed. The Corporation is not required to make contributions with respect to actuarial deficiencies 
of the Public Service Pension Plan. 


Contributions to the Public Service Pension Plan consisted of: 


2005 2004 
Contributions by the Corporation $ 754 $ S27 
Contributions by employees $ 440 $ 216 


RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, 
agencies and Crown corporations. The Corporation enters into transactions with these entities in the normal 
course of business. In addition to these transactions, the Government of Canada provides appropriations to the 
Corporation. 


The Corporation has engaged Public Works and Government Services Canada (PWGSC), through a services 
arrangement, for the project management of its multi-year Remediation Closure Plan and Real Property Disposal 
Plan. Payments made to PWGSC totalled $8,396 (2004 - $8,193) plus invoices payable at year-end of $1,383 
(2004 - $1,597). These amounts are for the reimbursement of project contract payments as well as PWGSC 
disbursements, engineering design, and administration fees. 
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E RA é Publicatiome 


Cape Breton Development Corporation 


Year Ended March 31, 2006 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 and is 
wholly-owned by the Government of Canada. In 2000, the Cape Breton Development Corporation Divestiture 
Authorization and Dissolution Act was passed by Parliament. The Corporation, which is located on Cape 
Breton Island, Nova Scotia, closed its last coal mine in the fall of 2001. Also at that time, a sale of surface 
assets including the pier, railway and other associated assets was concluded. The residual activities of the 
Corporation involve addressing significant obligations for benefits to former employees and for environmental 


remediation as well as disposal of the remaining assets comprised of surplus equipment and land. 
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CAPE BRETON  SOCIETE DE 
DEVELOPMENT DEVELOPPEMENT 
CORPORATION DU CAP-BRETON 


2006-06-15 


Honourable Gary Lunn, P.C., M.P. 
Minister of Natural Resources 
21st Floor 

580 Booth Street 

Ottawa, Ontario 

K1A OE4 


Dear Mr. Minister: 


On behalf of the Board of Directors, | am pleased to enclose the Financial State- 
ments and Auditor’s Report for the Corporation for the fiscal year ended 

March 31, 2006. This annual report is submitted in accordance with the provi- 
sions of the Financial Administration Act and the Cape Breton Development 
Corporation Act. 


vane 


He M.’MacInnis, CA 
Chairperson 


P.O. Box 2500, Sydney, N.S., Canada B1P 6K9 Tel: (902) 563-0052 Fax: (902) 563-0054 (~ diz 
C.P. 2500, Sydney, N-E, Canada B1P 6K9 Tel: (902) 563-0052 Fax: (902) 563-0054 anada 
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YEAR IN REVIEW 


¢ Total payments of $61.2 million were made in the year, primarily for early retirement 
payments, workers’ compensation benefits and remediation activities, with close to $57.0 
million or over 90% of the total going directly into Cape Breton communities. 
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* Under the Services Agreement between Cape Breton Development Corporation (CBDC) 
and Public Works and Government Services Canada (PWGSC), the Public Works program 
managed twelve remediation/reclamation projects having a total expenditure of $10.1 million, 
with close to $8.4 million of this paid to local contractors and service providers. 


¢ With completion of the Environmental Site Assessment activities, the focus of the Site Closure 
program turned to developing remedial action plans and to implementation of these plans. 


¢ Major site remediation activity was initiated at the former Victoria Junction Coal Preparation 
Plant site with the awarding of an $11.3 million contract for construction of an engineered 
cover on the coarse waste pile. 


¢ Net proceeds of $1.6 million were realized on the sale of surplus buildings, equipment and 
scrap from the Corporation’s properties. 


* Over $35.3 million of surplus funds in the two Corporation pension plans was distributed to 
about 6,650 former employees or their dependants. 


FINANCIAL SUMMARY 
(in thousands of $) 2006 2005 


Payments for early retirements, severance benefits, workers’ 


compensation and employee future benefits 48,101 505379 
Payments for environmental reclamation and remediation 10,073 9.137 
Parliamentary appropriations to fund cash requirements 56,905 60,200 
Total accrued obligations 508,793 471,402 
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PRESIDENT’S OVERVIEW 


The Corporation continued its activities of addressing the post-operations residual activities 
and long-term obligations in 2005-06. 


These activities and obligations are categorized as human resource related including 
early retirement programs, workers’ compensation and other post-employment benefits, or 
environmental related including site remediation, reclamation and closure activities. 


In 2005-06, the Site Closure Plan was transitioning from the earlier priorities of demolitions 
and site environmental assessments. The current and upcoming focus is on the planning and 
design of remediation solutions and concurrently to the implementation of those solutions 
as site specific remediation construction projects. The evidence of this transition is seen in 
2005-06 with the completion of the Environmental Site Assessment activities, with the planning 
and design work undertaken for such sites as the former Victoria Junction Coal Preparation 
Plant and the former Princess mine site, and with implementing the actual construction of an 
engineered cover on the coarse waste pile at Victoria Junction. 


The human resource obligations continue to be addressed primarily by the Corporation's 
administrative staff. In the case of the environmental obligations, there is a joint effort provided 
by the services of PWGSC for program/project management combined with background and 
technical skills input from CBDC personnel. 


A relatively small group of remaining employees carry out the on-going functions of the 
Corporation. Each member of this group provides valuable knowledge and expertise in dealing 
with their various responsibilities. I want to acknowledge with appreciation the dedicated work 
and efforts which each employee provides to the Corporation, to its former employees and to 
the community. I also want to thank the members of the Board of Directors for their on-going 
strong support and involvement in 2005-06. The Board, management and employees are focused 
and committed to appropriately addressing the Corporation’s obligations going-forward. 


LEH OL COD. 


Merrill D. Buchanan 
President 
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Financial Review 


In 2005-06, the Corporation continued to provide the administrative, financial and human resource 
services necessary to ensure all remaining residual activities and outstanding obligations were 
adequately provided. The following is a summary of the financial results for the fiscal year 
2005-06 in meeting these obligations and activities. 


Expenses for the fiscal year 2005-06 totalled $103.3 million. Workers’ compensation and other 
employee future benefit costs, net of actuarial estimate adjustments, were $77.2 million. Current 
year costs for ongoing early retirement and severance benefits were $16.1 million. Environmental 
costs account for $5.4 million of this total. Remaining costs were $3.8 million for general 
and administrative expenses related to residual activities and $0.8 million for property and site 
maintenance. 


Workers’ compensation and employee future benefits include the cost of benefits specified and 
administered by the Workers’ Compensation Board of Nova Scotia. These costs are determined on 
the basis of actuarial valuations which included for the first time in 2005-06 an amount of $42.2 
million in respect of chronic pain claims and awards. 


Disposal of surplus assets in fiscal year 2005-06 resulted in a net gain of $1.6 million. Interest and 
other income of $1.0 million brought total revenue for the year to $2.6 million. 


The net cost of activities for the year was $100.7 million. 


Cash flow requirements of the Corporation in the year were financed mainly from Government 
funding received of $57.2 million. On the cash disbursement side, $48.1 million was used to pay for 
early retirements, severance benefits, workers’ compensation and employee future benefits. A total 
of $13.1 million was paid to suppliers and employees, including $10.1 million for environmental/ 
remediation projects. There were no working capital advances required during the year. 


Human Resources 


The accrued obligations in respect of former employees relating to early retirement payments (ERIP), 
worker’s compensation awards, and other post-employment entitlements represent $389.8 million 
or 77% of the Corporation’s accrued liabilities. 


There are 1,005 individuals currently in receipt of ERIP benefits and some of these payments 
will extend for over fifteen years. As well, there are in excess of 2,000 former employees or their 
survivors in receipt of workers’ compensation awards and similarly many of these payments will 
extend for twenty or more years in the future. While administering the current activity on these 
long-term obligations, the Corporation has assessed the most effective and efficient approach to 
managing these obligations over the long-term. This review determined that it remains beneficial 
for CBDC to continue administering these benefits for its former employees. 
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As a result of a July 2004 change to the Workers’ Compensation Act of Nova Scotia, former 
injured employees are now permitted to make claims for chronic pain that were the result of 
injuries sustained as CBDC employees. Awards began being made in the Fall of 2005 and as at 
March 31, 2006, there is enough claims history to enable the actuary to estimate the future liability 
to CBDC for chronic pain claims. Changes in the workers’ compensation liability are recognized 
based on extrapolation of actuarial results and adjustments arising from actuarial gains and losses in 
the year in which they occur. This actuarial valuation of the liability is performed annually. In the 
current year, a significant increase in workers’ compensation costs was recognized to account for 
chronic pain claims, administrative costs and changes to actuarial assumptions. These adjustments 
resulted in a net increase of $55.8 million to bring the total workers’ compensation obligations at 
March 31, 2006 to $200.4 million. 


The two labour arbitration decisions associated with the closure of CBDC’s operations each 
allotted $5.0 million toward an Education/Relocation Program for severed employees. The 
funds can be used by the former employees for eligible education and relocation expenses. As at 
March 31, 2006, disbursements from both funds totalled $9.85 million. The majority of the 
expenditures were for post secondary education purposes or Registered Education Savings Plan 
purchases. The funds have been used by 794 severed employees. Plans are in place to have the 
remaining $0.15 million fully utilized during the 2006 calendar year. 


Pension Plans 


The Corporation is the administrator of two registered pension plans on behalf of the former 
employees of the Corporation. The plans are registered for the purposes of the Pension Benefits 
Standards Act, 1985 and the Income Tax Act. The plans consist of a contributory and a non- 
contributory plan. Both plans were terminated as of December 31, 2001, due to the reduction in 
employees resulting from the closure of operations. As of the termination date, both plans were 
fully funded which means the plans were in a financial position to provide 100% of the benefit 
entitlement for each plan member. 


After all benefit entitlements of plan members were provided for, both plans had surplus funds 
available. In 2004, an arbitrator determined that these surplus funds must go to the plan members. 
In 2005, the Representative Committee for the plan members with assistance from their legal counsel 
and the plans’ actuaries determined a fair and equitable distribution formula for sharing these funds 
among the plan members. The formula was subsequently approved by the Office of the Superintendent 
of Financial Institutions, the federal regulatory authority for these plans. The Corporation, as plan 
administrator, assisted the parties in this process and by March 31, 2006 over $26.4 million from 
the Non-Contributory Plan and $8.9 million from the Contributory Plan had been paid out to about 
6,650 former employees or their dependants. 
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Site Reclamation/Remediation 


Activities continued in 2005-06 on the multi-year remediation and site closure program. The 
Corporation continued the engagement of Public Works and Government Services Canada (PWGSC) 
as project manager of the remediation and site closure program. For the CBDC program, this involved 
aspects such as project management, environmental assessment and risk management, as well as 
planning, design and implementation of remediation solutions. 


The three priorities for undertaking remedial and closure actions that were approved by the Board 
of Directors in 2003 continue to be emphasized as part of the Site Closure Program. These priorities 
are based on: 


Ie Human health and safety issues; 
2... Environmental requirements; and, 
SE Socio-economic requirements and future land use. 


A total of $10.1 million was committed to the Site Closure Program in 2005-06 and $8.4 million 
of this commitment was awarded to local contractors, consultants and other service providers. 
The 2005-06 program involved the completion of the Environmental Site Assessment activities. 
Implementation of the major remediation project on the Victoria Junction property, site of the former 
wash plant and coarse waste pile, got underway with the award in October 2005 of an $11.3 million 
contract for the construction of an engineered cover on the coarse waste pile. This contract will 
carry over to 2006 and additional contracts for other parts of the site will also be undertaken in the 
upcoming year. Planning and design strategies for closure of another major site, the former Princess 
Colliery in Sydney Mines, began in 2005-06, as well as similar activity for eight other intermediate 
and/or minor sites. With the significant completion of the Environmental Site Assessment in 2005- 
06, plans are underway to develop remedial action plans for the majority of the contaminated sites 
over the next two years and to concurrently implement the required site closures over a five-year 
timeframe. 


The Corporation continues to maintain stable conditions related to control of the mine water elevation 
in the abandoned mine workings of the No.1B Hydraulic System located beneath the communities 
of Glace Bay and Dominion. There was an expansion of a mine water database and discussions 
with international experts on mine water management strategies which are expected to result in the 
development of long-term efficiencies associated with managing mine water issues. 


Preparations continued with the assistance of PWGSC for the inclusion of CBDC under the Canadian 


Environmental Assessment Act, which on June 11, 2006 will require CBDC and other Federal Crown 
corporations to take on new responsibilities under this legislation. 
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Discussions and preparations between the Corporation and Enterprise Cape Breton Corporation 
(ECBC) in 2005-06 have concluded that more than 4,500 acres of real property can now undergo 
a custodial transfer to ECBC. This transfer is expected to be completed in early 2006-07 and will 
include two formerly contaminated sites that have already been remediated by CBDC. Additional 
property was transferred in 2005 to ECBC to allow for the expansion of a wind farm project in the 
community of Lingan. Coal related interest and initiatives by the Province of Nova Scotia resulted 
in the Corporation entering into land negotiations with two proponents, one for a mining reclamation 
project at the former Prince Mine site and the second has interests in developing the Donkin resource 
block. In total, the Corporation expects to transfer or sell more than 50% of its real property holdings 
in 2006. 


The liquidation of surplus machinery and equipment continued throughout the year. Sales of used 
mining equipment were made through the use of tenders, returns to original manufacturers and 
through direct sales. Customers included other Canadian and international coal mining companies 
as well as other used equipment suppliers. Through a public tender process, CBDC also recycled 
seven buildings that were located on the former Prince Mine site. These buildings, similar to ones 
sold earlier, have been mostly relocated by the purchasers to other sites in the municipality for use in 
various private sector business endeavours. In December 2004, CBDC invited bids for the purchase 
of the track materials on the abandoned Glace Bay rail line. The successful bidder recovered these 
materials by the end of June 2005. 


The international advertising campaign, initiated in 2003, continues utilizing international publications 
and the Internet. The web site, www.devco.ca, has been a valuable tool in promoting equipment 
sales, and has had 9,100 hits over the last year, an increase of 18% over 2004. Most of the equipment 
has now been liquidated and the remainder is expected to be completed in 2006. 
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Board of Directors - Role and Responsibilities 


The Board of Directors of the Cape Breton Development Corporation is responsible for the 
management of the business and affairs of the Corporation. The President is the chief executive 
officer of the Corporation and has, on behalf of the Board, the direction and control of the business. 
The Board’s main responsibilities are to: 


am 


* approve the Corporation’s strategic direction and corporate plan; 
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* approve the operating and capital budgets; 

* monitor corporate performance; 

¢ make, amend or repeal any by-laws that regulate the business or affairs of the Corporation; 
* ensure that proper financial management practices and control systems are maintained; and 


* approve the annual financial statements. 


Board/Committee Structure 

The Board of Directors is comprised of the Chairperson, the President and a maximum of five other 
directors. The Chairperson and the President are each appointed by the Governor in Council. The 
other directors are appointed by the Minister with the approval of the Governor in Council. 

The Board of Directors holds meetings as required throughout the year to perform its responsibilities. 
During the 2005-06 fiscal year, the Board held nine meetings. To fulfill some of its responsibilities 
and to assist the Board in making decisions, the Board has two committees. These committees and 
the responsibilities of each are as follows: 

Audit Committee 


* considers the audit plans of the Corporation’s external auditor; 


* reviews the Corporation’s annual audited financial statements and recommends on approval of 
these statements and on acceptance of the auditor’s report by the Board; 


* oversees internal audit of the Corporation; and 


* reviews and advises the Board on the plan and report of any Special Examination of the 
Corporation. 
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Environment Committee 


¢ develops and recommends, for Board approval, an overall Environmental Management Plan 
for the Corporation which will establish policies and objectives to ensure compliance with all 
applicable environmental laws; 


* reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 


¢ discusses, investigates and monitors the main categories of applicable environmental risks and 
consequences relevant to the Corporation’s circumstances; and 


* ensures that the Board is informed on all significant environmental issues affecting the 
Corporation. 
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FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information 
in this report are the responsibility of management and have been approved by the Board of Directors. The 
financial statements include some amounts that are necessarily based on management’s best estimates and 
judgement. 


The financial statements have been prepared by management in accordance with Canadian generally ac- 
cepted accounting principles. Financial information presented elsewhere in the annual report is consistent 
with that contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management 
maintains financial and management control systems and practices designed to provide reasonable assurance 
that transactions are authorized, assets are safeguarded and proper records are maintained in accordance 
with the Financial Administration Act and regulations as well as the Cape Breton Development Corporation 
Act, the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and by-laws 
of the Corporation. The external auditors have ready access to the Audit Committee of the Board, which 
oversees management’s responsibilities for maintaining adequate control systems and the quality of financial 
reporting. 


These financial statements have been independently examined by the Corporation’s auditor, the Auditor 
General of Canada, and her report is included herein. 


OL oe bee Tita , 


Merrill D. Buchanan, CA Thomas P. Fleming, B.A.,'‘B.Comm. 
President Director General, Corporate Administration 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order 
to carry out this responsibility, the Committee, composed entirely of directors independent of management, 
meets at least twice a year to review the Corporation’s financial statements and recommend their approval to 
the Board of Directors. The Audit Committee also reviews any reports prepared by the Corporation’s internal 
and external auditors relating to its accounting policies and procedures, as well as its internal controls. The 
Committee meets independently with management and auditors to review the involvement of each in the 
financial reporting process. These meetings are designed to facilitate any private communication with the 
Committee desired by each party. 

3 ly / 4 % | 
/ / oWery / / MnO 
Gordon M. MacInnis, CA 
Chairperson of the Audit Committee 
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AUDITOR'S REPORT AND FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2006 
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YEAR ENDED MARCH 31, 2006 


Auditor General of Canada 
Vérificatrice générale du Canada 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 2006 
and the statements of operations and deficit and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation's management. My responsibility is 
to express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2006 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and the 
by-laws of the Corporation. 


John O’Brien, CA 


Principal 
for the Auditor General of Canada 


Halifax, Canada 
May 26, 2006 


240 rue Sparks Street, Ottawa, Ontario KIA 0G6 
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BALANCE SHEET 
AS AT MARCH 31, 2006 (in thousands) 


Assets 
Current assets 
Cash and cash equivalents 
Accounts receivable 
Parliamentary appropriation receivable 
Prepaid expenses 


Long-term 
Property, plant and equipment (Note 4) 


Liabilities 
Current 
Accounts payable and accruals 
Current portion of long-term accrued obligations (Notes 5,6,7 and 8) 


Long-term 
Accrued obligation for early retirement and severance benefits (Note 5) 
Accrued obligation for environmental costs (Note 6) 
Accrued obligation for workers’ compensation (Note 7) 
Accrued obligation for other non-pension employee future 
benefits (Note 8) 


Deficit 


Deficit of Canada 


Future of the Corporation (Note 2) 
Commitments (Note 11) 
The accompanying notes are an integral part of these financial statements. 


Approvéd by the Board 


Director 
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$ 7,471 


S__ 22.865 


$ 4,486 


68,375 


72,861 


151,335 
102,050 
179,985 


7,048 


440,418 


(490.414) 


$ 22,865 
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$ 9.418 
554 
12,200 


4.639 


26,811 


899 


$ ZETA 


$ 2,945 
57,360 
60,305 


163,090 
114,381 
1295613 


6,958 


414,042 


(446.637) 
$ 27,710 


Director 


STATEMENT OF OPERATIONS AND DEFICIT 
YEAR ENDED MARCH 31, 2006 (in thousands) 


Expenses 

Workers’ compensation and other non-pension 
employee future benefits (Notes 7 and 8) 

Early retirement and severance benefits (Note 5) 
Environmental costs (Note 6) 
General and administrative 
Property and site maintenance 
Amortization 


Revenue and other income 
Interest and other income 
Gain from disposal of property, plant and equipment 


Net results before government funding 


Government funding 
Parliamentary appropriation to fund cash requirements 


Net results after government funding 


Deficit, beginning of year ~ “ 


Deficit, end of year 


The accompanying notes are an integral part of these financial statements. 
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(100,682) 


__ 56,905 


(43,777) 


446,637 


$ 490,414 


$ 14,485 


(68,901) 


60,200 


(8,701) 


437,936 


$ 446.637 


STATEMENT OF CASH FLOWS 
YEAR ENDED MARCH 31, 2006 (in thousands) 


Cash flows from (used for) operating activities 
Cash receipts from customers 
Government funding received 
Cash paid to suppliers and employees 


Cash paid for early retirements, severance benefits, workers’ 
compensation and other non-pension employee future benefits 


Cash flows from (used for) investing activities 


Purchase of property, plant and equipment 

Proceeds from sale of property, plant and equipment 
Decrease in cash 
Cash, beginning of year 
Cash and cash equivalents, end of year 


Represented by 
Cash 
Temporary investments 


(1,947) 


eee 519 


$___7.471 


2,471 


5,000 


§___7.471 


The accompanying notes are an integral part of these financial statements. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2006 (in thousands) 


il 


AUTHORITY AND OBJECTIVES 


The Cape Breton Development Corporation was established in 1967 for the purpose of reorganizing and rehabili- 
tating the coal industry on Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part I corporation for purposes of the 
Financial Administration Act. The Corporation is carrying out closure and residual activities as outlined in cor- 
porate plans approved by the Governor in Council. The Government of Canada is providing funding support for 
these activities by means of annual appropriations. The Corporation is economically dependent on the Govern- 
ment of Canada. 


As allowed for in the Cape Breton Development Corporation Act, the Government of Canada can provide repay- 
able advances for working capital purposes up to a limit of $50,000. 


The Corporation is subject to provisions of the Income Tax Act. 


FUTURE OF THE CORPORATION 


In 2000, the Cape Breton Development Corporation Divestiture and Dissolution Act was proclaimed. This Act 
provides for the sale of assets, winding up of the affairs of the Corporation and its eventual dissolution on a date 
to be fixed by the Governor in Council. 


Since 2001, the Corporation’s resources have been directed at obtaining fair value for the disposal of surplus assets 
and real property, the successful resolution of its short-term obligations, as well as determining the best methods 
of handling the various long-term obligations. The Corporation’s Board of Directors has endorsed a plan that sees 
the entity continue with a small number of its experienced and knowledgeable employees. A comprehensive review 
of a number of possible options determined this to be the best method for the efficient and effective management 
of the Corporation’s long-term obligations. 

These financial statements reflect the impact of these activities to the extent that such decisions were made by 
March 31, 2006, and their impact can be reasonably determined. 


SIGNIFICANT ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies described below are appropriate under the current 
circumstances. 


a) Management Estimates 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amount of assets, liabilities, 
revenues, expenses and the disclosure of contingent liabilities at the date of the financial statements. Despite 
the use of the Corporation’s best estimates, it is possible that the amounts related to the accrued obligations for 
early retirement and severance benefits, environmental costs, workers’ compensation, and other non-pension 
employee future benefits could change materially in the near term. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2006 (in thousands) 


b) Parliamentary Appropriation 


Parliamentary appropriation provided to fund cash requirements is recorded on the statement of operations 
and deficit in the year approved. 


c) Fair Values 
The fair values of financial instruments are determined as follows: 


* Current portion of accrued obligations - using cash flows of estimated future payments without 
discounting. 


* Accrued obligation for early retirement and severance benefits - using discounted cash flows of estimated 
future payments for early retirements, based on current interest rates. 


* Accrued obligation for environmental costs - using discounted cash flows of estimated future payments 
for environmental costs, based on a risk-free interest rate. 


* — Accrued obligation for workers’ compensation - using an actuarial valuation. 


* Accrued obligation for other non-pension employee future benefits - using discounted cash flows of 
estimated future payments, based on current interest rates. 


d) Property, Plant and Equipment 


Property, plant and equipment are valued at the lower of cost less accumulated amortization and the estimated 
net realizable value. 


e) Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related cost as the benefits accrue 
to employees. The Corporation has adopted the following policy: 


» The cost of other non-pension employee future benefits is based on the net present value of the future 
payments expected to be made, using management’s best estimate of inflation rates for health and related 
benefits, usage rates and mortality rates. The portion of the liability related to a life insurance benefit to 
retirees over the age of 65 is actuarially determined. Management recognizes changes in the net present 
value of the unfunded liability based on the results of actual experience. 


* The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. 
The plans were terminated effective December 31, 2001. An arbitrator’s decision awarded the surplus in 
the pension plans to the plan members. There will be no further expenses related to the pension plans or 
any further contributions required by the Corporation. 


20 Cape Breton Development Corporation Annual Report — 2005/2006 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2006 (in thousands) 


f) 


g) 


h) 


Accrued Obligation for Workers’ Compensation 


The Corporation is a self-insured employer and is accountable for workers’ compensation liabilities incurred. 
The accrued obligation for workers’ compensation represents the actuarially determined net present value of 
liabilities for benefits for work-related injuries of current and former employees when awards are approved by 
the Workers’ Compensation Board of Nova Scotia, or when legislative amendments are made and the antici- 
pated future costs can be reasonably calculated. No amount is recognized for future administrative costs. 


Changes in the net present value of this unfunded liability are based on updated actuarial estimates of future 
costs as a result of actual experience and changes in actuarial assumptions. Adjustments arising from actuarial 
gains and losses are recognized in the year in which they occur. 


Accrued Obligation for Early Retirement and Severance Benefits 


The accrued obligation for early retirement and severance benefits represents the net present value of liabilities 
for early retirement incentives, severance, and education and relocation allowances related to workforce 
reductions. 


Changes in the net present value of this liability from the original estimate are based on the results of actual 
experience and changes in management’s assumptions. 


Accrued Obligation for Environmental Costs 


The accrued obligation for environmental costs represents the net present value of liabilities of estimated future 
environmental costs based on management’s best estimate of the cost of complying with its interpretation of 
the requirements of appropriate environmental laws and regulations. These costs exclude any future salvage 
value that may be realized in carrying out these environmental actions. 


PROPERTY, PLANT AND EQUIPMENT 


2006 2005 
Accumulated Accumulated 
Amortization Net Amortization Net 
and Write- Book and Write- Book 
Cost Downs Value Cost Downs Value 
Prince Colliery $ 9,260 $ 9,260 $ - $ 9,635 $ 9,635 $ - 
Phalen Colliery 30,913 30,913 - 34,700 34,700 - 
Donkin-Morien 
Development Project 80,679 80,679 - 80,679 80,679 . 
Coal Preparation Plant 24,243 24,243 - DAS 30) 24,530 - 
Other assets 5,832 4,929 903 5,880 4,981 899 
$ 150,927 $ 150,024 $ 903 $ 155;4247 $3 1547525 $899 


Changes in value reflect disposals and purchases. The net book value represents land holdings and sundry 
equipment. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2006 (in thousands) 


5. ACCRUED OBLIGATION FOR EARLY RETIREMENT AND SEVERANCE BENEFITS 


This accrued obligation consists of estimates for the cost of early retirement and severance initiatives when approval 
of such decisions is obtained. Components included are early retirement payments, cost of expected benefits, 
severances and education allowances. Changes to these estimates based on actual experience are recognized in 
t the statement of operations and deficit. The statement of operations and deficit includes a charge of $16,063 
My . (2005 - $7,993) which primarily relates to interest charges as a result of discounting the obligation, as well as 
ih changes in actual experience and management’s estimate. 


Management made significant assumptions in preparing estimates of this accrued obligation, including: interest 
rates for discount factors and price indexation for the non-current portion of the liability; planned date of employee 
reductions; Canada Pension disability award rates; and health and other benefit price indexation. All other amounts 
are recorded without discounting. The estimate of liabilities, based on the above, could be significantly different 
if the key assumptions used by management for major determinants of the estimate vary from those planned. 
Management recognizes changes in this liability from the original estimate based on updated assumptions and actual 
experience. Management’s estimate for the remaining liabilities associated with early retirement and severance 
benefits at March 31 is: 


2006 2005 
Human resource strategy (1999) $ 106,205 $ 110,675 
Human resource strategy (1996) 33,349 38,920 
Human resource strategy (2001) 34,470 36,348 
Lingan Colliery closure 888 2,108 
Other early retirement incentives 6,704 7.460 
181,616 LOS 53211 
Less: current portion 30,281 32,421 
Non-current portion $ 151,335 $ 163,090 
Early retirement and severance cost $ 16,063 $ 7993 
Early retirement and severance payments $ 29,958 Ss. 31,003 
Weighted-average assumptions: 
Discount rate for obligation 5.5% 6% 
Discount rate for costs 6% 6% 
Benefit price indexation 2% 2% 
Health care price indexation 5% 5% 


The Corporation anticipates that the accrued obligation for early retirement and severance benefits will be fully 
discharged by the end of 2021. 


6. ACCRUED OBLIGATION FOR ENVIRONMENTAL COSTS 


The Corporation has recorded its best estimate of anticipated future costs for environmental issues related to the 
decision on the future of the Corporation including: building demolition, clean-up, earthworks, water treatment, 
other reclamation works and long-term care and monitoring. This unfunded liability is based on management’s 
best estimate of the cost of complying with its interpretation of the requirements of appropriate environmental 
laws and regulations. 
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The Corporation, along with the services of Public Works and Government Services Canada (PWGSC), assessed 
each individual property owned by the Corporation. A complete pre-screening and detailed site assessment program 
has been carried out on each property to the level necessary to identify and record all environmental disturbances 
and impacts, whether caused by the Corporation’s operations or that of its predecessor. Management’s best es- 
timate of the liability is based on property assessment work, studies and reports from independent consultants, 
and a review and verification of the data by PWGSC and management of the Corporation. The liability as at 
March 31, 2006, is estimated to be $118,980 (2005 - $123,601) based on discounted expected future cash flows. 


The estimate of the liability is based on significant assumptions made by management, including: definition of and 
likely action required to meet the appropriate legislation, regulations and industry practice; the nature and extent 
of past and present environmental concerns; the extent of actions necessary to deal with long-term management 
of mine water; the extent of remediation required at mine and coal processing sites; and discount rates used. Such 
estimates are subject to adjustment based on changes in laws and regulations and as new information becomes 
available. Included in this liability estimate is an amount for indemnification in respect of environmental condi- 
tions of certain previously disposed properties. 


The estimate of the liability based on the above could be significantly different if the key assumptions used by 
management for determination of the estimate vary from those planned. 


The liability at March 31 is: 


2006 2005 
Accrued obligation for environmental costs, beginning of year $ 123,601 $ 88,424 
Payments (10,073) (OMS) 
Interest cost 4,944 3,519) 1 
Estimate revisions and adjustments 508 40,777 
Accrued obligation for environmental costs, end of year 118,980 123,601 
Less: current portion 16,930 922.0 
Non-current portion $ 102,050 $ 114,381 


s 


The key assumptions on which the liability is based are: 


* The total undiscounted amount of the estimated cash flows required to settle the liability is $186,845 
(2005 - $197,547). 

* Cash expenditures for remediation costs are planned for the next 5 years. Cash expenditures for care and 
monitoring of the remediated sites are estimated for the next 49 years. 

* The risk-free rate at which the estimated cash flows have been discounted is 4% and the price indexation is 
3%. 


ACCRUED OBLIGATION FOR WORKERS’ COMPENSATION 


The Corporation’s accrued obligation for workers’ compensation represents the unfunded liability for the costs of 
benefits specified and administered by the Workers’ Compensation Board of Nova Scotia for work-related injuries 
of current and former employees. The actuarially determined liability consists of long-term disability permanent 
awards in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, 
comprised mainly of pension payments for past claims; other costs consisting mainly of temporary compensation, 
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rehabilitation and medical aid in respect of past claims; and costs related to future claims payment administration. 
The non-current portion of these amounts is presented on a net present value basis. The statement of operations 
and deficit includes a charge of $76,328 (2005 - $14,591) which relates to interest charges on the workers’ com- 
pensation obligation, administration costs, and changes in actuarial assumptions. 


The actuary used assumptions, as agreed with management, in the calculation of the liability including: inflation 
rates, interest rates, mortality rates and aggregate claim projections for incidents which have occurred. The ac- 
tuarial liability could be materially different if assumptions on which the valuation is based vary significantly in 
future years. Changes in the liability are recognized based on extrapolation of actuarial results and adjustments 
arising from actuarial gains and losses in the year in which they occur. An actuarial valuation of the liability is 
performed annually. 


In July 2004, the Government of Nova Scotia approved the Chronic Pain Regulations. The Workers’ Compensa- 
tion Board recently began individually assessing claims received from workers throughout the Province, including 
those of the Corporation. Previous financial statements did not include an allowance for this, as there was insuf- 
ficient information on which to estimate the impact. The current year’s workers’ compensation costs include an 
estimate of the impact of the Chronic Pain Regulations based on information available as at March 31, 2006. 


The Corporation’s workers’ compensation costs and obligations at March 31 consist of: 


2006 2005 
Workers’ compensation obligations (actuarial value) $ 200,385 $ 144,613 
Less: current portion 20.400 15,000 
Non-current portion $ 179,985 b 1291613 
Workers’ compensation costs $ 76,328 $ 14,591 
Workers’ compensation payments $17,438 $ 18,624 
Determination of workers’ compensation costs for the year are calculated as: 
Interest cost $6 313,337 6 Loazs 
Net actuarial loss 62,991 4,116 
Workers’ compensation costs S$: 70.328 $14,591 
Weighted-average assumptions 
Discount rate for obligations 7.5% 7.5% 
Discount rate for costs 7.5% 7.5% 
Long-term disability, survivor pensions indexation 2% 2% 
Health care and rehabilitation indexation SHB eh 5.75% 
All other cost indexation 4% 4% 


8. OTHER NON-PENSION EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation’s 
Compassionate Disability Pension to age 65, a life insurance benefit to retirees over the age of 65 and a retiring 
allowance. The present value of these unfunded benefit plans is determined on the basis of management assumptions. 
An actuarial valuation was obtained as of March 31, 2006 for the life insurance benefit to retirees. 
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The liability could be materially different if assumptions on which the estimate is based vary significantly in 
future years. The statement of operations and deficit includes a charge of $840 (2005 - credit of $106) for other 
non-pension employee future benefits costs. Management’s estimate for the liabilities associated with other non- 
pension employee future benefits at March 31 is: 


2006 2005 
Other non-pension employee future benefits $ 7,812 oe eer 
Less: current portion 764 719 
Non-current portion $ 7,048 $ 6,958 
Other non-pension employee future benefits costs (credit) $ 840 $ (106) 
Other non-pension employee future benefits payments $ 705 $ T52 


Determination of other non-pension employee future benefits costs for the year are calculated as: 


Interest cost $ 207 $ 149 
Net actuarial loss (gain) 633 (255) 
Other non-pension employee future benefits costs (credit) $ 840 $ (106) 


Weighted-average assumptions 
Compassionate Disability health benefits 


Discount rate for obligation 5.5% 6% 

Discount rate for costs 6% 6% 

Health care price indexation 5% 5% 
Post-employment life insurance 

Discount rate for obligation 5.25% 5.5% 

Discount rate for costs 5.5% 5, 75% 
Retiring allowance 

Discount rate for obligation D0 6% 

Discount rate for costs 6% 6% 

Benefit price indexation 3% 3% 
PENSIONS 


The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. There 
were two major plans, consisting of a contributory and non-contributory plan. Benefits were generally based on 
employees’ length of service and rate of pay. The Office of the Superintendent of Financial Institutions (OSF1) 
gave approval to terminate both of the Corporation’s pension plans, effective December 31, 2001. 


As part of the termination process, annuities were purchased for all pension benefit recipients. Those who were 
not eligible for pension benefits had the option of receiving the commuted value of their benefits or a deferred 
annuity. As of March 31, 2006 the majority of commuted value transfers have been paid. Any known unpaid 


balances have been included as an offset in the market value of assets. 


Based on an arbitrator’s decision, the surplus in both plans was awarded to the members. The member representative 
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committee and its advisors developed a distribution proposal which has been approved by OSFI. Distribution of the 
surplus commenced in December 2005. Based on this, the pension assets are valued at fair market less estimated 
final wind-up expenses with no discounting. The Corporation, as the administrator of the plans, continues to 
provide assistance to the member representative committee with the remaining steps of this process. 


The status of the Corporation’s non-contributory pension plan as at March 31 is: 


2006 2005 
Net pension fund assets (market value) $ 4,761 $ 30,935 
Distribution of pension fund assets $ 26,429 $ - 
Commuted value transfers and benefits paid $ 909 $ 594 
Annuity purchase payment $ 128 $ 1355 
Determination of pension costs for the year is calculated as: 
Net decrease in value of accrued pension asset $ - $2 955,062 
Change in valuation allowance - (33,062) 
Pension costs $ - $ - 
The status of the Corporation’s contributory plan as at March 31 1s: 

2006 2005 
Net pension fund assets (market value) $ 83 $ 9,007 
Distribution of pension fund assets $ 8,918 $ 
Commuted value transfers and benefits paid $ 36 $ p} 
Annuity purchase payment $ = $ 27 
Determination of pension costs for the year is calculated as: 
Net decrease in value of accrued pension asset $ - BOSS 
Change in valuation allowance S (8,956) 
Pension costs $ - $ - 


In addition to the two Corporation pension plans, certain employees are covered by the Public Service Pension 
Plan administered by the Government of Canada. Contributions to the Plan are required from both employees 
and the Corporation. Contributions with respect to current service are expensed in the current period. Contribu- 
tions by the Corporation in 2006 include $539 (2005 - $451) related to the cost of lump sum past-service benefit 
buybacks, previously expensed. The Corporation is not required to make contributions with respect to actuarial 
deficiencies of the Public Service Pension Plan. 


Contributions to the Public Service Pension Plan consisted of: 


2006 2005 
Contributions by the Corporation $ 789 $ 754 
Contributions by employees $ 341 $ 440 
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10. RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, 
agencies and Crown corporations. The Corporation enters into transactions with these entities in the normal course 
of business. In addition to these transactions, the Government of Canada provides parliamentary appropriations 
to the Corporation. 


The Corporation has engaged Public Works and Government Services Canada (PWGSC), through a services ar- 
rangement, for the project management of its multi-year Remediation Closure Plan and Real Property Disposal 
Plan. Payments made to PWGSC totalled $8,824 (2005 - $8,396) plus invoices payable at year-end of $3,291 
(2005 - $1,383). These amounts are for the reimbursement of project contract payments as well as PWGSC 
disbursements, engineering design, and administration fees and are measured at the exchange amount. 


11. COMMITMENTS 


As at March 31, 2006 the Corporation had outstanding commitments related to environmental remediation totalling 
$7,400 (2005 - nil). 
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Cape Breton Development Corporation 


Year Ended March 31, 2007 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 and is 
wholly-owned by the Government of Canada. In 2000, the Cape Breton Development Corporation Divestiture 
Authorization and Dissolution Act was passed by Parliament. The Corporation, which is located on Cape 
Breton Island, Nova Scotia, closed its last coal mine in the fall of 2001. Also at that time, a sale of surface 
assets including the pier, railway and other associated assets was concluded. The residual activities of the 
Corporation involve addressing significant obligations for benefits to former employees and for environmental 


remediation as well as disposal of the remaining assets comprised of surplus equipment and land. 
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2007-06-08 


Honourable Gary Lunn, P.C., M.P. 
Minister of Natural Resources 
21st Floor 

580 Booth Street 

Ottawa, Ontario 

KIA OEF4 


Dear Mr. Minister: 


On behalf of the Board of Directors, | am pleased to enclose the Financial 
Statements and Auditor’s Report for the Corporation for the fiscal year ended 
March 31, 2007. This annual report is submitted in accordance with the 
provisions of the Financial Administration Act and the Cape Breton Development 
Corporation Act. 


Wa ctfully, 


dordoi M. fol Hf CA 


Chairperson 
P.O. Box 2500, Sydney, N.S., Canada B1P 6K9 Tel: (902) $63-0052 Fax: (902) 563-0054 dit 
C.P. 2500, Sydney, N-E, Canada B1P 6K9_ Tel: (902) 563-0052 Fax: (902) 563-0054 anada 
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YEAR IN REVIEW 


* Total payments of $68.2 million were made in the year, primarily for early retirement payments, 
workers’ compensation benefits and remediation activities, with close to $63.7 million or over 
94% of the total going directly into Cape Breton communities. 


M4IA3Y NI VSIA 


* On June 11, 2006, the Corporation came under the Canadian Environmental Assessment Act. 


* Under the Services Agreement between Cape Breton Development Corporation (CBDC) and 
Public Works and Government Services Canada (PWGSC), the Public Works program managed 
fifteen remediation/reclamation projects having a total expenditure of $14.5 million, with close 
to $10.0 million of this paid to local contractors and service providers. 


* With completion of the Environmental Site Assessment activities, the focus of the Site Closure 
program turned to the planning and designing of upcoming remediation projects, program delivery, 
mapping, document management, demolition, and assessment of mine water chemistry. 


* Major site remediation activity is 95% complete at the former Victoria Junction Coal Preparation 
Plant site with the awarding of an $11.3 million contract for construction of an engineered cover 
on the coarse waste pile. Planning and design for the closure of another major site, the former 
Princess Colliery in Sydney Mines has been completed with site work to begin in late summer 
2007. 


* An upgrade of the pumping system in the Neville Street Well Field was completed in 2006-07 
to ensure better quality mine water discharge and performance of the pumping system. 


¢ The Corporation concluded a sale of its former Prince Mine site to a successful surface mine 
operator in Nova Scotia that plans to develop a surface coal mine reclamation project on the 
former Prince Mine Site. 


* The Corporation concluded an agreement with Xstrata Coal Donkin Management Ltd., an 
international mining company, to purchase its Donkin properties and corporate assets to facilitate 
the development of a coal mine at Donkin. 


FINANCIAL SUMMARY 


(in thousands of $) 2007 2006 
Payments for early retirements, severance benefits, workers’ 

compensation and employee future benefits 48,375 48,101 
Payments for environmental reclamation and remediation 15,374 LOO73 
Parliamentary appropriations to fund cash requirements 66,905 56,905 
Total accrued obligations 434,016 508,793 
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PRESIDENT’S OVERVIEW 


The Corporation continued to address the post-operations residual activities and long-term 
obligations in 2006-07 as contemplated in the CBDC Divestiture Authorization and Dissolution 
Act of June 2000. 


These activities and obligations are either human resource (including early retirement programs, 
workers’ compensation and other post-employment benefits) or environmental in nature 
(including site remediation, reclamation and site-closure activities). 


Following completion of Environmental Site Assessment activities in 2005-06, the focus for 2006- 
07 of the multi-vear remediation and site closure program turned to planning and designing 
upcoming remediation projects, program delivery, mapping, document management, demolition, 
and assessment of mine water quality. Major site remediation activity at the Victoria Junction 
Coal Preparation site is now 95% complete; planning and design strategies for closure of the 


former Princess Colliery in Sydney Mines are complete with site work due to begin in this summer; 


and an upgrade of the Neville Street Well Field pumping system is complete. Asset and land 
disposal efforts in 2006-07 included conclusion of a property purchase agreement to facilitate 
the development of a coal mine at Donkin, and conclusion of a sale of the Corporation’s former 
Prince Mine site. A Memorandum of Understanding with Library and Archives Canada was 
signed to ensure the Corporation’s documentary heritage, which spans two centuries, will be 
preserved for the benefit of current and future generations of Canadians. 


The human resource obligations continue to be addressed by the Corporation’s staff. In the 
case of the environmental obligations, there is a joint effort provided by the services of PWGSC 


for program/project management combined with background and technical skills input from 


CBDC personnel. 


A small group of remaining employees carry out the on-going functions of the Corporation. Each 
member of this group provides valuable knowledge and expertise in dealing with their various 
responsibilities. | want to acknowledge, with appreciation, the dedicated work and efforts, which 
each employee provides to the Corporation, to its former employees and to the community. I also 
want to thank the members of the Board of Directors and Senior Management for their on-going 
strong support and involvement in 2006-07 and for their extra effort following the nine month 
period between the retirement of the former president, Merrill Buchanan and my appointment. 
The Board, management and employees are focused and committed to appropriately addressing 
the Corporation's obligations going-forward. 


ss F) McCurdy 
President and CEO 
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Financial Review 


In 2006-07, the Corporation continued to provide the administrative, financial and human resource 
services necessary to ensure all remaining residual activities and outstanding obligations were 
adequately provided. The following is a summary of the financial results for the fiscal year 2006- 
07 in meeting these obligations and activities. 


Expenses for the fiscal year 2006-07 totalled $15.7 million. Other employee future benefit cost 
were $0.3 million. Current year costs for ongoing early retirement and severance benefits were 
$6.5 million. Environmental costs accounted for $5.3 million. Remaining costs were $2.9 million 
for general and administrative expenses related to residual activities and $0.7 million for property 
and site maintenance. 


Workers” compensation and employee future benefits include the cost of benefits specified and 
administered by the Workers’ Compensation Board of Nova Scotia. These costs are determined on 
the basis of actuarial valuations each year. In 2006-07, there was a gain on workers’ compensation 
liability of $22.8 million. This gain was the result of favourable adjustments due to decreases in 
the percentage of applicants expected to be approved for chronic pain and other long-term disability 
benefits. 


Disposal of surplus assets in fiscal year 2006-07 resulted in a net gain of $0.8 million. Interest and 
other income of $1.0 million brought total revenue for the year to $1.8 million. 


The net result before government funding for the year was $9.0 million. 


Cash flow requirements of the Corporation in the year were financed mainly from Government 
funding received of $66.9 million. On the cash disbursement side, $48.4 million was used to pay for 
early retirements, severance benefits, workers’ compensation and employee future benefits. A total 
of $19.8 million was paid to suppliers and employees, including $15.4 million for environmental/ 
remediation projects. There were no working capital advances required during the year. 


Human Resources 


The accrued obligations in respect of former employees relating to early retirement payments (ERIP), 
worker’s compensation awards, and other post-employment entitlements represent $325.2 million 
or 75% of the Corporation’s accrued liabilities. 


There are 934 individuals currently in receipt of ERIP benefits and some of these payments will 
extend for over fifteen years. As well, there are in excess of 2,000 former employees or their 
survivors in receipt of workers’ compensation awards and similarly many of these payments will 
extend for twenty or more years in the future. 
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As aresult of a July 2004 change to the Workers’ Compensation Act of Nova Scotia, former injured 
employees are now permitted to make claims for chronic pain that were the result of injuries sustained 
as CBDC employees. Awards began being made in the Fall of 2005 and as at March 31, 2007, there 
were approximately 600 former employee claims processed. Based on this history, the actuary 
was able to revise the estimate of the future liability to CBDC for chronic pain claims. Changes in 
the workers’ compensation liability are recognized based on extrapolation of actuarial results and 
adjustments arising from actuarial gains and losses in the year in which they occur. This actuarial 
valuation of the liability is performed annually. In the current year, a significant decrease in workers’ 
compensation costs was recognized in the actuarial valuation, which took into account the actual 
award rates to date, which are considerably better than was estimated in the 2006 valuation. These 
adjustments and other actuarial gains have contributed to a net decrease of $42.8 million to bring 
the total workers’ compensation obligations at March 31, 2007 to $157.6 million. 


Pension Plans 


The Corporation is the administrator of two registered pension plans on behalf of the former employees 
of the Corporation. The plans are registered for the purposes of the Pension Benefits Standards 
Act, 1985 and the Income Tax Act. The plans consist of a contributory and a non-contributory plan. 
Both plans were terminated as of December 31, 2001, due to the reduction in employees resulting 
from the closure of operations. As of the termination date, both plans were fully funded which 
means the plans were in a financial position to provide 100% of the benefit entitlement for each 
plan member. 


After all benefit entitlements of plan members were provided for, both plans had surplus funds 
available. In 2004, an arbitrator determined that these surplus funds must go to the plan members. 
In 2005, the Representative Committee for the plan members, with assistance from their legal 
counsel and the plans’ actuaries, determined a fair and equitable distribution formula for sharing 
these funds among the plan members. The formula was subsequently approved by the Office of 
the Superintendent of Financial Institutions, the federal regulatory authority for these plans. The 
Corporation, as plan administrator, assisted the parties in this process and by March 31, 2006 over 
$26.8 million from the Non-Contributory Plan and $9.0 million from the Contributory Plan had 
been paid out to about 6,650 former employees or their dependants. Surplus payments related to 
the Contributory Plan were completed in 2006 while the final payments for the Non-Contributory 
Plan will be completed in 2007. 
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Site Reclamation/Remediation 


Activities continued in 2006-07 on the multi-year remediation and site closure program. The 
Corporation continued the engagement of Public Works and Government Services Canada (PWGSC) 
as project manager of the remediation and site closure program. For the CBDC program, this involved 
aspects such as project management, environmental assessment and risk management, as well as 
planning, design and implementation of remediation solutions. 


The three priorities for undertaking remedial and closure actions that were approved by the Board of 
Directors in 2003 continue to be emphasized as part of the site closure program. These priorities are 
based on human health and safety issues, environmental requirements, socio-economic requirements, 
and future land use. 


In 2006-07, PWGSC program activities were focused on six key areas, which include; program 
delivery, mapping and document management, planning and design, demolition, site remediation 
and assessment of mine water quality. A total of $14.5 million was committed to these activities 
of which more than $10 million was awarded to local contractors, consultants and other service 
providers. 


The 2006-07, program involved the continued implementation of a major remediation project on the 
Victoria Junction property, site of the former wash plant and coarse waste pile. A number of contracts 
were awarded for the construction of an engineered cover on the coarse waste pile, consolidation and 
cover of all acid generation material and the filling in of abandoned ponds on the site. This site is at 
95% completion and currently under review for the long-term care and maintenance requirements 
associated with water treatment and monitoring of improved environmental conditions within the 
surrounding wetlands. Planning and design strategies for closure of another major site, the former 
Princess Colliery in Sydney Mines has been completed and the Board approved an approach for 
remediation that was recommended by PWGSC and a consultant engaged to prepare the remedial 
options. The plan is for the complete remediation of the former Sydney Mines Wash Plant area by 
late summer 2007 and significant activity for the waste rock pile beginning in the fall with completion 
of overall site remediation in 2008-09. 


Other activities for 2006-07 include the collection of water samples for surface, groundwater and 
mine water discharges and the development of a mine workings database. This information is critical 
for the consultants when evaluating remediation approaches, as well as managing health and safety 
requirements with heavy equipment operating over abandoned mine workings. PWGSC, at the request 
of the Corporation, prepared an updated Multi-Year Planning Report for the CBDC Site Closure 
Program, which describes how major contaminated properties can be remediated within a five-year 
timeline. Along with this planning report, PWGSC is close to awarding a multi-year standing offer 
contract valued at up to $10 million to three major consultants who will be responsible for carrying 
out the planning and design requirements for the five year remediation activities. 
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The Corporation continues to maintain stable conditions related to control of the mine water elevation 
in the abandoned mine workings of the No.1B Hydraulic System located beneath the communities 
of Glace Bay and Dominion. An upgrade of the pumping system in the Neville Street Well Field was 
completed in 2006-07 to ensure better quality mine water discharge and performance of the pumping 
system. In addition, there have been discussions with authorities in England and the United States 
where there has been considerable activity related to mine water associated with abandoned coal 
mines. It is expected that there will be an increased involvement with these authorities in 2007-08 
which should provide a much better understanding to the Corporation’s staff on how to best approach 
solving the potential long term impacts associated with mine water hydraulic systems. 


PWGSC and CBDC have set up the administrative requirements under the Canadian Environmental 
Assessment Act for implementing activities associated with the Corporation’s Site Closure Program. 
This process identifies responsibilities for both organizations and has not met with any challenges 
to date. 


Asset & Land Disposal 


The Corporation concluded an agreement with Xstrata Coal Donkin Management Ltd., an 
international mining company, to purchase its Donkin properties to facilitate the development of a 
coal mine at Donkin. In addition, the Corporation also concluded a sale of its former Prince Mine 
site to a successful surface mine operator in Nova Scotia that plans to develop a surface coal mine 
reclamation project on the former Prince Mine site. 


Discussions continue between the Corporation and Enterprise Cape Breton Corporation (ECBC) 
regarding custodial transfer of real property to ECBC. More than 4000 acres have been transferred 
to date and the Corporation is finalizing the details for an additional 700 acres requested in 2006. 
In addition, there is currently a request by ECBC for considerable property to expand a wind farm 
that was constructed on former CBDC property in 2006 and to support the development of two 
additional wind farms in other communities where CBDC has land holdings. The Corporation expects 
to complete a transaction for the former Phalen Colliery property and its associated infrastructure 
in 2007-08. There is continued interest by the Province of Nova Scotia on properties that may have 
coal related potential. 


In 2007, the Corporation signed a Memorandum of Understanding with Library and Archives Canada 
which will result in the disposition and preservation of its historical documents and will establish 
a protocol for the disposition of the Corporation’s remaining other records once they are no longer 
required for ongoing corporate activities. 
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Board of Directors - Role and Responsibilities 


The Board of Directors of the Cape Breton Development Corporation is responsible for the 
management of the business and affairs of the Corporation. The President is the chief executive 
officer of the Corporation and has, on behalf of the Board, the direction and control of the business. 
The Board’s main responsibilities are to: 


* approve the Corporation’s strategic direction and corporate plan; 
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* approve the operating and capital budgets; 

* monitor corporate performance; 

* make, amend or repeal any by-laws that regulate the business or affairs of the Corporation; 
* ensure that proper financial management practices and control systems are maintained; and 


* approve the annual financial statements. 


Board/Committee Structure 

The Board of Directors is comprised of the Chairperson, the President and a maximum of five other 
directors. The Chairperson and the President are each appointed by the Governor in Council. The 
other directors are appointed by the Minister with the approval of the Governor in Council. 

The Board of Directors holds meetings as required throughout the year to perform its responsibilities. 
During the 2006-07 fiscal year, the Board held ten meetings. To fulfill some of its responsibilities 
and to assist the Board in making decisions, the Board has two committees. These committees and 
the responsibilities of each are as follows: 

Audit Committee 


* considers the audit plans of the Corporation’s external auditor; 


* reviews the Corporation’s annual audited financial statements and recommends on approval of 
these statements and on acceptance of the auditor’s report by the Board; 


* oversees internal audit of the Corporation; and 


* reviews and advises the Board on the plan and report of any Special Examination of the 
Corporation. 
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Environment Committee 


* develops and recommends, for Board approval, an overall Environmental Management Plan 
for the Corporation which will establish policies and objectives to ensure compliance with all. 
applicable environmental laws; 


* reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 
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* discusses, investigates and monitors the main categories of applicable environmental risks and 
consequences relevant to the Corporation’s circumstances; and 


* ensures that the Board is informed on all significant environmental issues affecting the 
Corporation. 
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FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information 
in this report are the responsibility of management and have been approved by the Board of Directors. The 
financial statements include some amounts that are necessarily based on management’s best estimates and 
judgement. 


The financial statements have been prepared by management in accordance with Canadian generally ac- 
cepted accounting principles. Financial information presented elsewhere in the annual report is consistent 
with that contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management main- 
tains financial and management control systems and practices designed to provide reasonable assurance that 
transactions are authorized, assets are safeguarded and proper records are maintained in accordance with 
the Financial Administration Act and regulations as well as the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and by-laws of 
the Corporation. The external auditors have ready access to the Audit Committee of the Board, which over- 
sees management’s responsibilities for maintaining adequate control systems and the quality of financial 
reporting. 


These financial statements have been independently examined by the Corporation’s auditor, the Auditor 
General of Canada, and her report 1s included herein. 


oss F. McCurdy, vs Lom Ir ace) Comm. 


President & CEO Director General, Corporate Administration 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order 
to carry out this responsibility, the Committee, composed entirely of directors independent of management, 
meets at least twice a year to review the Corporation’s financial statements and recommend their approval to 
the Board of Directors. The Audit Committee also reviews any reports prepared by the Corporation’s internal 
and external auditors relating to its accounting policies and procedures, as well as its internal controls. The 
Committee meets independently with management and auditors to review the involvement of each in the 
cats reporting process. These meetings are designed to facilitate any private communication with the 
mittee desired by each party. 


Utes fod. 1 CA 


Chairperson of the Audit Committee 
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AUDITOR’S REPORT AND FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2007 
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YEAR ENDED MARCH 31, 2007 


Auditor General of Canada 
Verificatrice générale du Canada 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 2007 
and the statements of operations and deficit and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation's management. My responsibility is 
to express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2007 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and the 
by-laws of the Corporation. 


Lon. 
ohn O’Brien, CA 


Principal 
for the Auditor General of Canada 


Halifax, Canada 
May 25, 2007 


Ontario KIA 066 


240 rue Sparks Street, Ottawa, 
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BALANCE SHEET 
AS AT MARCH 31, 2007 (in thousands) 


2007 2006 
Assets 
Current assets 
Cash and cash equivalents $ 10,738 $ 7,471 
Accounts receivable 666 1,065 
Parliamentary appropriation receivable 11,211 11,905 
Prepaid expenses 1.222 Syl 
23,837 AL SXoy? 
Long-term 
Property, plant and equipment (Note 4) O79 903 
$__24,416 22,865 
Liabilities 
Current 
Accounts payable and accruals $ 3,643 $ 4.486 
Current portion of long-term accrued obligations (Notes 5,6,7 and 8) 66.836 68,375 
70,479 72,861 
Long-term 
Accrued obligation for early retirement and severance benefits (Note 5) 131,835 ISN SSS 
Accrued obligation for environmental costs (Note 6) 91,279 102,050 
Accrued obligation for workers’ compensation (Note 7) 137,236 I SERS) 
Accrued obligation for other non-pension employee future 
benefits (Note 8) 6,830 7,048 
Deferred gain on sale of property (Note 11) 2,168 - 
369,348 440,418 
Deficit 
Deficit of Canada (415,411) (490,414) 
$__—-24,416 22,865 


Future of the Corporation (Note 2) 

Commitments (Note 12) 

Contingencies (Note 13) 

The accompanying notes are an integral part of these financial statements. 


aaa by the Board 


PCy IR UGE ANH I/D ic MAR ne SR oa Director Director 
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STATEMENT OF OPERATIONS AND DEFICIT 
YEAR ENDED MARCH 31, 2007 (in thousands) 


Expenses 
Early retirement and severance benefits (Note 5) 
Environmental costs (Note 6) 
General and administrative 
Property and site maintenance 
Workers’ compensation and other non-pension 

employee future benefits (Notes 7 and 8) 

Amortization 


Revenue and other income 
Gain on workers’ compensation liability (Note 7) 
Interest and other income 
Gain from disposal of property, plant and equipment 


Net results before government funding 


Government funding 
Parliamentary appropriation to fund cash requirements 


Net results after government funding 


Deficit, beginning of year 
Land contributed to Enterprise Cape Breton Corporation 


Deficit, end of year 


The accompanying notes are an integral part of these financial statements. 


Cape Breton Development Corporation Annual Report - 2006/2007 17 


66,211 


75,166 


490.414 


163 


$415,411 


(100,682) 


56,905 


(43,777) 


446,637 


$490,414 


STATEMENT OF CASH FLOWS 
YEAR ENDED MARCH 31, 2007 (in thousands) 


Cash flows from (used for) operating activities 
Cash receipts from customers 
Government funding received 
Cash paid to suppliers and employees 


Cash paid for early retirements, severance benefits, workers’ 
compensation and other non-pension employee future benefits 


Cash flows from (used for) investing activities 


Proceeds from deferred sale of property 

Purchase of property, plant and equipment 

Proceeds from sale of property, plant and equipment 
Increase (Decrease) in cash 
Cash, beginning of year 


Cash and cash equivalents, end of year 


Represented by 
Cash 
Temporary investments 


The accompanying notes are an integral part of these financial statements. 
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$ 1,370 


2,367 
(77) 
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3,146 
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3,738 
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$__10,738 


$ 464 


(48.101) 
(3,570) 


(20) 


1,643 


1,623 


(1,947) 


9.418 


$ LAT 


2,471 


5,000 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2007 (in thousands) 


i 


AUTHORITY AND OBJECTIVES 


The Cape Breton Development Corporation was established in 1967 for the purpose of reorganizing and rehabili- 
tating the coal industry on Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part I corporation for purposes of the 
Financial Administration Act. The Corporation is carrying out closure and residual activities as outlined in cor- 
porate plans approved by the Governor in Council. The Government of Canada is providing funding support for 
these activities by means of annual appropriations. The Corporation is economically dependent on the Govern- 
ment of Canada. 


As allowed for in the Cape Breton Development Corporation Act, the Government of Canada can provide repay- 
able advances for working capital purposes up to a limit of $50,000. 


The Corporation is subject to provisions of the /ncome Tax Act. 


FUTURE OF THE CORPORATION 


In 2000, the Cape Breton Development Corporation Divestiture and Dissolution Act was proclaimed. This Act 
provides for the sale of assets, winding up of the affairs of the Corporation and its eventual dissolution on a date 
to be fixed by the Governor in Council. 


Since 2001, the Corporation’s resources have been directed at obtaining fair value for the disposal of surplus assets 
and real property, the successful resolution of its short-term obligations, as well as determining the best methods 
of handling the various long-term obligations. The Corporation’s Board of Directors has endorsed a plan that sees 
the entity continue with a small number of its experienced and knowledgeable employees. A comprehensive review 
of a number of possible options determined this to be the best method for the efficient and effective management 
of the Corporation’s long-term obligations. 

These financial statements reflect the impact of these activities to the extent that such decisions were made by 
March 31, 2007, and their impact can be reasonably determined. 


SIGNIFICANT ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies described below are appropriate under the current 
circumstances. 


a) Management Estimates 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amount of assets, liabilities, 
revenues, expenses and the disclosure of contingent liabilities at the date of the financial statements. Despite 
the use of the Corporation’s best estimates, it is possible that the amounts related to the accrued obligations for 
early retirement and severance benefits, environmental costs, workers’ compensation, and other non-pension 
employee future benefits could change materially in the near term. Any change in estimate is reflected in the 
financial statements in the year it is known. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2007 (in thousands) 


b) Parliamentary Appropriation 


Parliamentary appropriation provided to fund cash requirements is recorded on the statement of operations 
and deficit in the year approved. 


c) Fair Values 
Fair values are determined as follows: 


* Current portion of accrued obligations - using cash flows of estimated future payments without 
discounting. 


* — Accrued obligation for early retirement and severance benefits - using discounted cash flows of estimated 
future payments for early retirements, based on current interest rates. 


* Accrued obligation for environmental costs - using discounted cash flows of estimated future payments 
for environmental costs, based on a risk-free interest rate. 


* Accrued obligation for workers’ compensation - using an actuarial valuation. 


¢ Accrued obligation for other non-pension employee future benefits - using discounted cash flows of 
estimated future payments, based on current interest rates. 


d) Property, Plant and Equipment 


Property, plant and equipment are valued at the lower of cost less accumulated amortization and the estimated 
net realizable value. Amortization is calculated at rates sufficient to write off plant and equipment ona straight 
line basis as follows: 


Leasehold improvements 25% 
Equipment 25% 


e) Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related cost as the benefits accrue 
to employees. The Corporation has adopted the following policy: 


* The cost of other non-pension employee future benefits is based on the net present value of the future 
payments expected to be made, using management’s best estimate of inflation rates for health and related 
benefits, usage rates and mortality rates. The portion of the liability related to a life insurance benefit to 
retirees over the age of 65 is actuarially determined. Management recognizes changes in the net present 
value of the unfunded liability based on the results of actual experience. 


* The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. 
The plans were terminated effective December 31, 2001. An arbitrator’s decision awarded the surplus in 
the pension plans to the plan members. There will be no further expenses related to the pension plans or 
any further contributions required by the Corporation. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2007 (in thousands) 


f) 


h) 


Accrued Obligation for Workers’ Compensation 


The Corporation is a self-insured employer and is accountable for workers’ compensation liabilities incurred. 
The accrued obligation for workers’ compensation represents the actuarially determined net present value of 
liabilities for benefits for work-related injuries of current and former employees when awards are approved 
by the Workers’ Compensation Board of Nova Scotia, or when legislative amendments are made and the 
anticipated future costs can be reasonably calculated. 


Changes in the net present value of this unfunded liability are based on updated actuarial estimates of future 
costs as a result of actual experience and changes in actuarial assumptions. Adjustments arising from actuarial 
gains and losses are recognized in the year in which they occur. 


Accrued Obligation for Early Retirement and Severance Benefits 


The accrued obligation for early retirement and severance benefits represents the net present value of liabilities 
for early retirement incentives, severance, and education and relocation allowances related to workforce 
reductions. 


Changes in the net present value of this liability from the original estimate are based on the results of actual 
experience and changes in management’s assumptions. 


Accrued Obligation for Environmental Costs 


The accrued obligation for environmental costs represents the net present value of liabilities of estimated future 
environmental costs based on management’s best estimate of the cost of complying with its interpretation of 
the requirements of appropriate environmental laws and regulations. These costs exclude any future salvage 
value that may be realized in carrying out these environmental actions. 


‘4 


PROPERTY, PLANT AND EQUIPMENT 


2007 2006 
Accumulated Accumulated 
Amortization Net Amortization Net 
and Write- Book and Write- Book 
Cost Downs Value Cost Downs Value 
Prince Colliery $ - § - $ - $ 9,260 $ 9,260 $ - 
Phalen Colliery 13,527 13,527 - 30,913 30,913 - 
Donkin-Morien 
Development Project - - - 80,679 80,679 - 
Coal Preparation Plant 17,684 17,684 - 24,243 24,243 - 
Other assets 3,623 3,044 579 5,832 4,929 903 
$ 34,834 $ 34,255 Oo By $150,927 $ 150,024 $ 903 


Changes in value reflect disposals and purchases. The net book value represents land holdings and sundry 
equipment. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2007 (in thousands) 


5, 


ACCRUED OBLIGATION FOR EARLY RETIREMENT AND SEVERANCE BENEFITS 


This accrued obligation consists of estimates for the cost of the unfunded liability for early retirement and severance 
initiatives when approval of such decisions is obtained. Components included are early retirement payments, cost 
of expected benefits, severances and education allowances. Changes to these estimates based on actual experience 
are recognized in the statement of operations and deficit. The statement of operations and deficit includes a charge 
of $6,500 (2006 - $16,063) which primarily relates to interest charges as a result of discounting the obligation, as 
well as actual experience and changes in management’s estimate. 


Management made significant assumptions in preparing estimates of this accrued obligation, including: interest 
rates for discount factors and price indexation for the non-current portion of the liability; planned date of employee 
reductions; Canada Pension Plan disability award rates; and health and other benefit price indexation. All other 
amounts are recorded without discounting. The estimate of liabilities, based on the above, could be significantly 
different if the key assumptions used by management for major determinants of the estimate vary from those 
planned. Management recognizes changes in this liability from the original estimate based on updated assumptions 
and actual experience. Management’s estimate for the remaining liabilities associated with early retirement and 
severance benefits at March 31 1s: 


2007 2006 
Human resource strategy (1999) $ 96,238 $ 106,205 
Human resource strategy (1996) 26,375 33,349 
Human resource strategy (2001) 31,545 34,470 
Lingan Colliery closure 256 888 
Other early retirement incentives 5.668 6,704 
160,082 181,616 
Less: current portion 28,247 30,281 
Non-current portion $ 131,835 de Lolsa5 
Early retirement and severance cost $ 6,500 $ 16,063 
Early retirement and severance payments $ 28,034 So 29.958 
Weighted-average assumptions: 
Discount rate for obligation 5.576 5.5% 
Discount rate for costs 6% 6% 
Benefit price indexation 2% 2% 
Health care price indexation 5% 5% 


The Corporation anticipates that the accrued obligation for early retirement and severance benefits will be fully 
discharged by the end of 2021. 


ACCRUED OBLIGATION FOR ENVIRONMENTAL COSTS 


The Corporation has recorded its best estimate of anticipated future costs for environmental issues related to the 
decision on the future of the Corporation including: building demolition, clean-up, earthworks, water treatment, 
other reclamation works and long-term care and monitoring. This unfunded liability is based on management’s 
best estimate of the cost of complying with its interpretation of the requirements of appropriate environmental 
laws and regulations. 


22 Cape Breton Development Corporation Annual Report — 2006/2007 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2007 (in thousands) 


The Corporation, along with the services of Public Works and Government Services Canada (PWGSC), assessed 
each individual property owned by the Corporation. A complete pre-screening and detailed site assessment program 
has been carried out on each property to the level necessary to identify and record all environmental disturbances 
and impacts, whether caused by the Corporation’s operations or that of its predecessor. Management’s best es- 
timate of the liability is based on property assessment work, studies and reports from independent consultants, 
and a review and verification of the data by PWGSC and management of the Corporation. The liability as at 
March 31, 2007, is estimated to be $108,857 (2006 — $118,980) based on discounted expected future cash 
flows. 


The estimate of the liability is based on significant assumptions made by management, including: definition of and 
likely action required to meet the appropriate legislation, regulations and industry practice; the nature and extent 
of past and present environmental concerns; the extent of actions necessary to deal with long-term management 
of mine water; the extent of remediation required at mine and coal processing sites; and discount rates used. Such 
estimates are subject to adjustment based on changes in laws and regulations and as new information becomes 
available. Included in this liability estimate is an amount for indemnification in respect of environmental condi- 
tions of certain previously disposed properties. 


The estimate of the liability based on the above could be significantly different if the key assumptions used by 
management for determination of the estimate vary from those planned. 


The liability at March 31 is: 


2007 2006 
Accrued obligation for environmental costs, beginning of year $ 118,980 $ 123,601 
Payments (15,374) (10,073) 
Interest cost 4,759 4,944 
Estimate revisions and adjustments 492 508 
Accrued obligation for environmental costs, end of year 108,857 118,980 
Less: current portion 17,578 16,930 
Non-current portion $ 91,279 $ 102,050 


The key assumptions on which the liability is based are: 


* The total undiscounted amount of the estimated cash flows required to settle the liability is $173,960 (2006 
- $186,845). 

* Cash expenditures for remediation costs are planned for the next 6 years. Cash expenditures for care and 
monitoring of the remediated sites are estimated for the next 48 years. 

* The risk-free rate at which the estimated cash flows have been discounted is 4% and the price indexation is 
3%, 


ACCRUED OBLIGATION FOR WORKERS’ COMPENSATION 


The Corporation’s accrued obligation for workers’ compensation represents the unfunded liability for the costs of 
benefits specified and administered by the Workers’ Compensation Board of Nova Scotia for work-related injuries 
of current and former employees. The actuarially determined liability consists of long-term disability permanent 
awards in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, 
comprised mainly of pension payments for past claims; other costs consisting mainly of temporary compensation, 
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rehabilitation and medical aid in respect of past claims; and costs related to future claims payment administration. 
The non-current portion of these amounts is presented on a net present value basis. The statement of operations 
and deficit includes a credit of $22,809 (2006 - charge of $76,328) which relates to interest charges on the work- 
ers’ compensation obligation, administration costs, and changes in actuarial assumptions. 


The actuary used assumptions, as agreed with management, in the calculation of the liability including: inflation 
rates, interest rates, mortality rates and aggregate claim projections for incidents which have occurred. The ac- 
tuarial liability could be materially different if assumptions on which the valuation is based vary significantly in 
future years. Changes in the liability are recognized based on extrapolation of actuarial results and adjustments 
arising from actuarial gains and losses in the year in which they occur. An actuarial valuation of the liability is 
performed annually. 


The Corporation’s workers’ compensation costs and obligations at March 31 consist of: 


2007 2006 
Workers’ compensation obligations (actuarial value) $ 157,636 $ 200,385 
Less: current portion 20.400 20.400 
Non-current portion $ 137,236 $ 179,985 
Pre-paid workers’ compensation expense $ M222 $ ioral 
Workers’ compensation costs (credit) $ (22,809) SOS 
Workers’ compensation payments $ 19,641 $ 17,438 
Determination of workers’ compensation costs for the year are calculated as: 
Interest cost $ 14,318 oe 183377 
Actuarial (gain) loss (37,127) 62,991 
Workers’ compensation (credit) costs $ (22,809) 5. 76,328 
Weighted-average assumptions 
Discount rate for obligations 7.5% 7.5% 
Discount rate for costs 7.5% 7.5% 
Long-term disability, survivor pensions indexation 2% 2% 
Health care and rehabilitation indexation 5.75% S16 
All other cost indexation 4% 4% 


The primary reasons for the decrease in the estimated workers’ compensation obligation are a lower than expected 
number of claimants under the Chronic Pain Regulations and lower than expected payments for long-term 
disability. 


OTHER NON-PENSION EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation’s 
Compassionate Disability Pension to age 65, a life insurance benefit to retirees over the age of 65 and a retiring 
allowance. The present value of these unfunded benefit plans is determined on the basis of management assumptions. 
An actuarial valuation was obtained as of March 31, 2007 for the life insurance benefit to retirees. 
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The liability could be materially different if assumptions on which the estimate is based vary significantly in 
future years. The statement of operations and deficit includes a charge of $329 (2006 - charge of $840) for other 
non-pension employee future benefits costs. Management’s estimate for the liabilities associated with other 
non-pension employee future benefits at March 31 is: 


2007 2006 
Other non-pension employee future benefits $ 7,441 S 7812 
Less: current portion 611 764 
Non-current portion $ 6,830 $ 7,048 
Other non-pension employee future benefits costs $ 329 $ 840 
Other non-pension employee future benefits payments $ 700 $ 705 


Determination of other non-pension employee future benefits costs for the year are calculated as: 


Interest cost $ 205 $ 207 
Net actuarial loss 124 633 
Other non-pension employee future benefits costs $ 329 $ 840 


Weighted-average assumptions 
Compassionate Disability health benefits 


Discount rate for obligation 5.5% 5.5% 

Discount rate for costs 6% 6% 

Health care price indexation 5% 5% 
Post-employment life insurance 

Discount rate for obligation 532570 5.25% 

Discount rate for costs 5.5% 5.5% 
Retiring allowance 

Discount rate for obligation 55Ye 3), 

Discount rate for costs 6% 6% 

Benefit price indexation 3% 3% 
PENSIONS 


The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. There 
were two major plans, consisting of a contributory and non-contributory plan. Benefits were generally based on 
employees’ length of service and rate of pay. The Office of the Superintendent of Financial Institutions (OSFI) 
gave approval to terminate both of the Corporation’s pension plans, effective December 31, 2001. 


As part of the termination process, annuities were purchased for all pension benefit recipients. Those who were 
not eligible for pension benefits had the option of receiving the commuted value of their benefits or a deferred 
annuity. As of March 31, 2007 the majority of commuted value transfers have been paid. Any known unpaid 
balances have been included as an offset in the market value of assets. 
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Based on an arbitrator’s decision, the surplus in both plans was awarded to the members. The member representative 
committee and its advisors developed a distribution proposal which has been approved by OSFI. Distribution of the 
surplus commenced in December 2005. Based on this, the pension assets are valued at fair market less estimated 
final wind-up expenses with no discounting. The Corporation, as the administrator of the plans, continues to 
provide assistance to the member representative committee with the remaining steps of this process. 


The status of the Corporation’s non-contributory pension plan as at March 31 is: 


2007 2006 
Net pension fund assets (market value) $ 4,349 $ 4,761 
Distribution of pension fund assets $ 331 $ 26,429 
Commuted value transfers and benefits paid $ 7 $ 909 
Annuity purchase payment $ 26 $ 128 
Administration fees $ 228 $ 669 
Interest $ (180) $ (526) 
The status of the Corporation’s contributory plan as at March 31 is: 

2007 2006 
Net pension fund assets (market value) $ M4) $ 83 
Distribution of pension fund assets $ 39 $ 8,918 
Commuted value transfers and benefits paid $ - $ 36 
Annuity purchase payment $ . $ = 
Administration fees $ 21 $ 196 
Interest $ (-) (125) 


In addition to the two Corporation pension plans, certain employees are covered by the Public Service Pension 
Plan administered by the Government of Canada. Contributions to the Plan are required from both employees 
and the Corporation. Contributions with respect to current service are expensed in the current period. Contribu- 
tions by the Corporation in 2007 include $326 (2006 - $539) related to the cost of lump sum past-service benefit 
buybacks, previously expensed. The Corporation is not required to make contributions with respect to actuarial 
deficiencies of the Public Service Pension Plan. 


Contributions to the Public Service Pension Plan consisted of: 


2007 2006 
Contributions by the Corporation $ 497 $ 789 
Contributions by employees $ 224 $ 34] 
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10. RELATED PARTY TRANSACTIONS 


11 


a2 


13 


The Corporation is related in terms of common ownership to all Government of Canada created departments, 
agencies and Crown corporations. The Corporation enters into transactions with these entities in the normal course 
of business. In addition to these transactions, the Government of Canada provides parliamentary appropriations 
to the Corporation. 


The Corporation engaged Public Works and Government Services Canada (PWGSC), through a services arrange- 
ment, for the project management of its multi-year Remediation Closure Plan and Real Property Disposal Plan. 
Payments made to PWGSC totalled $15,279 (2006 - $8,824) plus invoices payable at year-end of $2,919 (2006 
- $3,291). These amounts are for the reimbursement of project contract payments as well as PWGSC disburse- 
ments, engineering design, and administration fees and are measured at the exchanged amount. 


The Corporation transferred approximately 3,700 acres of land with a net book value of $163 to Enterprise Cape 
Breton Corporation, another federal Crown corporation. This transfer was recognized as a reduction in recorded 
net book value of property, plant and equipment and an increase in the deficit of Canada. 


DEFERRED GAIN ON SALE OF PROPERTY 


The Corporation entered into an agreement to sell the Donkin-Morien Development Project. Under the terms of 
the agreement, the Corporation has received payment but the purchaser has an unconditional right until June 2009 
to return the property to the Corporation and have its payment, less any sale costs incurred by the Corporation, 
returned. The Corporation will recognize the gain when the right of return provision expires. 


COMMITMENTS 


The Corporation has entered into a contract for office rentals and agreements for environmental remediation. The 
expected minimum annual payments (2006 - $7,400) for these arrangements is as follows: 


2007-08 $12,896 
2008-09 58 
2009-10 58 


2010- 11 and beyond - 
$13,012 


CONTINGENCIES 
In the ordinary course of business, lawsuits have been filed against the Corporation. In management’s opinion, 


the outcome of these actions cannot be determined at this time and no provision has been made in the financial 
statements. 
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CAPE BRETON DEVELOPMENT CORPORATION 


ANNUAL REPORT 


2007-2008 


Canada 


PROFILE 


CBDC ANNUAL REPORT 2007-2008 


PROFILE 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 and is wholly-owned by 
the Government of Canada. In 2000, the Cape Breton Development Corporation Divestiture Authorization and Dissolution 
Act was passed by Parliament. The Corporation, which is located on Cape Breton Island, Nova Scotia, closed its last 

coal mine in the fall of 2001. Also at that time, a sale of surface assets including the pier, railway and other associated 
assets was concluded. The residual activities of the Corporation involve addressing significant obligations for benefits 

to former employees and for environmental remediation as well as disposal of the remaining assets comprised of surplus 
equipment and land. 
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CORPORATE DIRECTORY 


2 
Board of Directors | 3 
Gordon M. MaclInnis - Chairperson - Glace Bay, Nova Scotia fi FEB z 
Ross F. McCurdy - Sydney, Nova Scotia N : 

% Es 
Allan J. MacIntyre - Glace Bay, Nova Scotia 7 
James D. MacLellan - Glace Bay, Nova Scotia : 
Douglas |. Milburn - Sydney, Nova Scotia 
Theresa M. O'Leary - Sydney, Nova Scotia 
Officers 
Gordon M. MacInnis - Chairperson 
Ross F. McCurdy - President and CEO 
Thomas P. Fleming - Director General, Corporate Administration and Corporate Secretary 
Robert J. MacDonald - Director General, Property and Environment 
Committees of the Board 
Audit 
Environment 
M. MacInnis Allan J. Macintyre Douglas |. Milburn Thomas P. Fleming 


Ross F. McCurdy James D, MacLellan Theresa M. O'Leary Robert J. MacDonald 


OFFICE LOCATION 


CBDC ANNUAL REPORT 2007-2008 


OFFICE LOCATION 


Street address: 70 Crescent Street 
Sydney, Nova Scotia 

B18 227 

Mailing address: P.O. Box 2500 
Sydney, Nova Scotia 

B1P 6K9 

Telephone: 902-563-0052 
Fax: 902-563-0054 


Cape Breton Development Corporation 
Board of Directors, Senior Management and Staff 


Back Row (L-R} Mary Gaetan, Debi Walker, Sandra Richardson, Sheldon Farrow, Gerald Lamey, Allan Kehoe, Gerard Shaw, 
Joseph Shea, David Mayich, Donald Peckharn, Ron Kelly, Terry Burns, Keith MacVicar 


Front Row (L-R) Thomas Fleming, Ross McCurdy, Robert MacDonald, Theresa O'Leary, James Mactellan, 
Gordon Maelnnis, Doug Milburn, Allan Macintyre 


DEVELOPMENT DEVELOPPEMENT 


S CAPE BRETON  SOCIETE DE 
CORPORATION DU CAP-BRETON 


2008-06-19 


Honourable Gary Lunn, PC., M.P. 
Minister of Natural Resources 
21st Floor 

580 Booth Street 

Ottawa, Ontario 

K1A OE4 


Dear Mr. Minister: 


On behalf of the Board of Directors, | am pleased to enclose the Financial Statements and Auditor's 
Report for the Corporation for the fiscal year ended March 31, 2008. This annual report is submitted in 
accordance with the provisions of the Financial Administration Act and the Cape Breton Development 
Corporation Act. 


Respectfully, 


fet 


Gordon M. Maclnnis, CA 
Chairperson 


P.0.. Box 2500, Sydney, N.S., Canada B1P 6K9_ Tel: (902) 563-0052 Fax: (902) 563-0054 
C.P. 2500, Sydney, N-E, Canada B1P 6K9 Tel: (902) 563-0052 Fax: (902) 563-0054 
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YEAR IN REVIEW 


CBDC ANNUAL REPORT 2007-2008 


YEAR IN REVIEW 


e Total payments of $60.3 million were made in the year, primarily for early retirement payments, workers’ 
compensation benefits and remediation activities, with close to $58.4 million or over 97% of the total going 
directly into Cape Breton communities. 


e Under the Services Agreement between Cape Breton Development Corporation (CBDC) and Public Works and 
Government Services Canada (PWGSC), the Public Works program managed thirteen remediation/reclamation 
projects having a total expenditure of $6.0 million. 


e With completion of the Environmental Site Assessment activities, the focus of the Site Closure program turned to 
the planning and design of upcoming remediation projects, program delivery, mapping, document management, 
demolition, and assessment of mine water chemistry. 


e (Major site remediation activity is substantially complete at the former Victoria Junction Coal Preparation Plant site. 


 {n 2007-08 a major remediation of the Princess waste rock pile, including the consolidation and reshaping of all 
acid generating material on the site was undertaken. 


e An upgrade of the pumping system in the Neville Street Well Field was completed in 2007-08 to ensure better 
quality mine water discharge and performance of the pumping system. 


@ {n 2007, the Corporation partnered with CANMET - Mining and Mineral Sciences Laboratories (MMSL) of Natural 
Resources Canada (NRCan) on opportunities for use of CBDC’s remediated lands to grow bio-fuel crops. 


e The Corporation advertised the sale of its Phalen Mine site. 


FINANCIAL SUMMARY 


(in thousands of $’s) 2008 2007 


Payments for early retirements, severance benefits, 


workers’ compensation and employee future benefits 48,841 48,375 
Payments for environmental reclamation and remediation 5,985 15,374 
Parliamentary appropriations to fund cash requirements 63,211 66,905 
Total accrued obligation 471,629 434 016 


PRESIDENT'S OVERVIEW 


Guided by a revised strategic plan and the Cape Breton Development Corporation Divestiture Authorization and Dissolution 
Act of June 2000, the Corporation achieved numerous milestones in 2007-08 in its post-operations residual activities and 
long-term obligations. 


The Corporation maintains a strong focus on ensuring maximum benefit to the people and economy of Cape Breton through its 
activities, including early retirement programs, workers’ compensation (and other post-employment benefits), site remediation, 
reclamation and site-closure activities. Following are highlights of some of these activities from the past fiscal year. 


Major remediation work was completed at the former Victoria Junction Coal Preparation site and the remediated site now 
serves as a strong testament to the environmental mandate of the Corporation. With this completion, engineering and 
construction shifted to the site of the former Princess Colliery in Sydney Mines. Vegetative-cover, walking trails and a pond 
were established and grading, reshaping and ditching of the waste rock/tailings pile is nearing completion. The work to date 
has been well received by the Sydney Mines community. 


Planning and engineering activities are occurring at the Gowrie, Dominion # 4, 6, 11 & 25, Summit and Lingan sites. 
By early 2012, the site remediation program emphasis will shift from site-closure to long-term care and maintenance. 


Much has been accomplished in the area of mine water management. Within the No.1B Hydraulic System, which runs beneath 
the communities of Glace Bay and Dominion, the Corporation automated the pumping system at the Neville Street well field 
and completed the design of a man-made wetland for the passive treatment of water at the Neville Street well field. The 
Corporation signed a Memorandum of Understanding with Cape Breton University to recruit an international mine water expert 
who will lead a CBDC funded Industrial Research Chair to better understand the workings of the No. 1B Hydraulic System. 


- In the area of land divestiture, the last CBDC structure requiring demolishment occurred during the summer of 2007 and 
- corporate land holdings were reduced to 5,500 acres by year-end. The Corporation's technical staff was relocated from the 
_ former Phalen Colliery site, making way for its sale. 


_ Following a Memorandum of Understanding signing with Library and Archives Canada, the Corporation completed its document 
~ and records rationalization program. Great care is being taken to maintain 65,000 documents in the Property and Drawing Vaults 
representing past mining activities dating back to the early 1800's, much of which is relevant to both current corporate and 
community business activities. 


The human resource and real property obligations continue to be addressed by the Corporation's technical and administrative 

- staff, with each member bringing valuable knowledge and expertise to their various responsibilities. As well, the Corporation 
has enjoyed a partnership arrangement with Public Works and Government Services Canada who provides program and project 
_ management for a number of the CBDC site closure programs. 


4 It is important to acknowledge the dedication each employee provides to the Corporation, its former employees and the 
~ community. This level of commitment is both valued and appreciated. | also want to thank the Minister, the members of 
. the Board of Directors and Senior Management for their ongoing support and strong involvement in 2007-08. The Board, 


_ management and employees are focused and committed to appropriately addressing the Corporation's obligations going forward. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 


Financial Review 

In 2007-08, all remaining residual activities and outstanding obligations were adequately met by the Corporation through 
its administrative, financial and human resource services. The following is a summary of the financial results for the fiscal 
year 2007-08 in meeting these obligations and activities. 


Expenses 

Expenses for the fiscal year 2007-08 totalled $94.1 million, with a breakdown as follows: 

e Environmental costs accounted for $83.4 million. 

¢ Workers’ compensation and other non-pension employee future benefits costs were $5.5 million. 

¢ Remaining costs were $2.7 million for general and administrative expenses related to residual activities. 
e Current year costs for ongoing early retirement and severance benefits were $2.0 million. 

© $0.5 million for property and site maintenance. 


Workers’ compensation and employee future benefits include the cost of benefits specified and administered by the 
Workers’ Compensation Board of Nova Scotia. These costs are determined on the basis of actuarial valuations each year. 


Revenues 

Revenues for the fiscal year 2007-08 totalled $5.1 million, with a breakdown as follows: 
e |n 2007-08, there was a gain on non-pension employee future benefits of $4.0 million. 
e Interest and other income were $0.9 million. 

e Disposal of surplus assets in fiscal year 2007-08 resulted in a net gain of $0.2 million. 


The net loss before government funding for the year was $89.0 million. 


The Corporation’s cash flow requirements were financed mainly through government funding received, which totalled 
$63.2 million. On the cash disbursement side, $48.8 million was used to pay for early retirements, severance benefits, 
workers’ compensation and employee future benefits. A total of $11.4 million was paid to suppliers and employees, 
including $6.0 million for environmental/remediation projects. Working capital advances were not required during the year. 


Human Resources 
Accrued obligations to former employees for early retirement payments (ERIP), workers’ compensation awards, and other 
post-employment entitlements represent $285.4 million or 61% of the Corporation's accrued liabilities. 


There are 868 individuals currently in receipt of ERIP benefits and some of these payments will extend over 13 years. 
Similarly, more than 2,000 former employees or their survivors receive workers’ compensation awards, with payments 
extending for twenty years or more in the future. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


As a result of a July 2004 change to the Workers’ Compensation Act of Nova Scotia, former injured employees 

are now permitted to make claims for chronic pain that were the result of injuries sustained as CBDC employees. 
Awards began in Fall 2005 and as of March 31, 2008, there were approximately 1,120 former employee claims 
processed. Based on this history, the actuary was able to revise the estimate for future liability to CBDC for chronic 
pain claims. 


Changes in the workers’ compensation liability are recognized based on extrapolation of actuarial results and 
adjustments arising from actuarial gains and losses in the year in which they occur. This actuarial valuation of the 
liability is performed annually. In the current year, the actuarial valuation took into account the award rates to date, 
which are better than was estimated in the 2007 valuation. These adjustments and other actuarial gains have 
contributed to a net decrease of $14.8 million to bring the total workers’ compensation obligations at March 31, 
2008 to $142.8 million. 


Pension Plans 

The Corporation is the administrator for two registered pension plans on behalf of the former employees. The 

plans are registered for the purposes of the Pension Benefits Standards Act, 1985 and the Income Tax Act. The 
plans consist of a contributory and a non-contributory plan. Due to operation closures and the subsequent reduction 
in employees, both plans were terminated December 31, 2001. As of the termination date, both plans were fully 
funded and in a financial position to provide 100% of the benefit entitlement for each plan member. 


After plan members received all benefit entitlements, both plans had surplus funds available. In 2004, an arbitrator 
determined that these surplus funds must go to the plan members. In 2005, the Representative Committee for the 
plan members, with assistance from their legal counsel and the plans’ actuaries, determined a fair and equitable 
distribution formula for sharing these funds among the plan members. The formula was subsequently approved 

by the federal regulatory authority responsible for these plans, the Office of the Superintendent of Financial 
Institutions. As plan administrator, the Corporation assisted the parties in this process. By March 31, 2006, over 
$26.8 million from the Non-Contributory Pian and $9.0 million from the Contributory Plan had been paid out to 
approximately 6,650 former employees or their dependants. Surplus payments related to the Contributory Plan 
were completed in 2006, while final payments for the Non-Contributory Plan will be completed in 2008. 


Site Reclamation/Remediation 

2007-08 was an active year for the multi-year remediation and site closure program. The Corporation continued 

the engagement of Public Works and Government Services Canada (PWGSC) as project manager of the site closure 
program, which included project management, environmental assessment, risk management, planning, design, 

and implementation of remediation solutions. Human health and safety considerations, environmental requirements, 
socio-economic considerations and future land use continue to be the priorities on which remedial and site-closure 


program actions are taken. 
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The former Victoria Junction Coal Preparation facility 


fore remediation 
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The remediated site of the former Victoria Junction Coal Preparation facility. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


In 2007-08, the Corporation's environmental program activities were focused on six key areas: 
© program delivery 

© mapping and document scanning support 

e planning and design 

¢ demolition 

© remediation and reclamation 

¢ mine water management 


$6.0 million was committed to these activities with more than $5.0 million awarded to local contractors, consultants 
and other service providers. 


Former Princess Colliery 

Planning and design activities for the former Princess Colliery waste rock pile concluded in 2007-08. Implementation 
efforts also commenced in 2007-08 with the awarding of a contract to consolidate and reshape the acid generation 
material on site, including the waste rock pile. The next phase of remediation will begin in 2008-09 with the 
installation of an engineered cover, construction of a wetland/pond and upgrading the culvert system to manage 
surface water discharge from the site. The Corporation and PWGSC have hosted three open house events to 
communicate with the community and all levels of government on progress and solicit feedback on various design 
elements of the project. The stakeholders appreciate these sessions. 


Former Victoria Junction Coal Preparation Plant 

The remediated site of the former Victoria Junction Coal Preparation Plant continues to be a showpiece of a 
successfully managed site-closure program for the Corporation. The down-stream environment is responding very 
well. As a result, the focus has now turned toward long-term care and maintenance, with water treatment 
requirements and monitoring the environment within the surrounding wetlands now the priority. The final water 


~ treatment design will be completed in 2008-09 with implementation in 2009-10. 


_ Mine Water Management 


The project management role of the Mine Water Management Program has been assumed by the Corporation and 
a best practices model has been adopted to manage the rising waters within the former mines. CBDC staff visited 
the Coal Authority in the UK and the University of Virginia in West Virginia to evaluate passive approaches to mine 


_ water treatment. The best practices knowledge has allowed the Corporation to update its management plan and the 


Corporate liability estimate. 


Managing the water level within the abandoned mine workings of the No.1B Hydraulic System located beneath 


the communities of Glace Bay and Dominion presented a significant challenge for the Corporation. To address the 


_ challenge, staff designed and implemented a fully automated pumping system for the Neville Street Well Field that 
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can be adjusted remotely, anywhere in the world. This achievement has resulted in great interest within the mining 
and engineering circles for managing mine water elevations in flooding abandoned mine workings. 
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As a further commitment to mine water management, CBDC signed a Memorandum of Understanding with Cape Breton University. 
to support an Industrial Research Chair in this specialized area. The University, with the support of the Corporation, recruited an 
international expert that will support research critical to CBDC’s plans to develop mine water management closure schemes with 
minimal long-term maintenance requirement. 


The Corporation actively monitors surface, ground and mine water quality and oversees the development of its mine workings 
database. This information is critical when evaluating remediation approaches and managing health and safety requirements, 
especially with the operation of heavy equipment over abandoned mine workings. PWGSC has implemented a project management 
monthly report to update time and cost to multi-year program completion. This approach reinforces the corporate priority to 
complete the capital works program on a timely basis. 


Site Reclamation 

In 2007, the Corporation partnered with CANMET - Mining and Mineral Sciences Laboratories (MMSL) of NRCan on opportunities 
for use of CBDC’s remediated lands to grow bio-fuel crops. Plans are underway to create several test plots on several CBDC 
properties to grow switch grass. Cape Breton University and MMSL will evaluate the performance of the crops as well as the 
effect this form of land management will have on the site and down-stream benefits. 


The administrative protocols set up by PWGSC and CBDC in 2006 to comply with the requirements of the Canadian Environmental 
Assessment Act for implementing activities associated with the Corporation's Site Closure Program continue to be successful in 
allowing all projects requiring regulatory approval to move forward with minimal delay. 


Asset & Land Disposal 

The corporate land holdings have been reduced to 5,500 acres. The Corporation concluded an agreement with the Sydney Tar 
Ponds Agency in 2007-08 to transfer 7.3 acres of CBDC land, located next to the former Coke Ovens property, as part of their > 
remedial activities. Negotiations began in early 2008 with a potential buyer for the purchase of the former Phalen Colliery property 
and its associated infrastructure. All indications are that this transaction will be complete by 2008-09. There is also continued 
interest by the Province of Nova Scotia on properties that may have coal related potential. 


In 2007, the Corporation signed a Memorandum of Understanding with Library and Archives Canada which will result in the 
disposition and preservation of its historical documents. The agreement also established a protocol for the disposition of the 
Corporation's remaining records once they are deemed no longer required for ongoing corporate activities. 


Historical photo (1953) of the 
former Princess Colliery 


CORPORATE GOVERNANCE 


Board of Directors - Role and Responsibilities 

The Board of Directors of the Cape Breton Development Corporation is responsible for the management of the business 
and affairs of the Corporation. The President is the chief executive officer of the Corporation and has, on behalf of the 
Board, the direction and control of the business. The Board’s main responsibilities are to: 


© approve the Corporation's strategic direction and corporate plan; 

© approve the operating and capital budgets; 

© monitor corporate performance; 

¢ make, amend or repeal any by-laws that regulate the business or affairs of the Corporation; 
¢ ensure that proper financial management practices and control systems are maintained; and 
© approve the annual financial statements. 


Board/Committee Structure 
The Board of Directors is comprised of the Chairperson, the President and a maximum of five other directors. The | 
Chairperson and the President are each appointed by the Governor in Council. The other directors are appointed | 
by the Minister with the approval of the Governor in Council. 


The Board of Directors holds meetings as required throughout the year to perform its responsibilities. During the 
2007-08 fiscal year, the Board held six meetings. To fulfill some of its responsibilities and to assist the Board in | 
making decisions, the Board has two committees. These committees and the responsibilities of each are as follows: | 


Audit Committee 

* considers the audit plans of the Corporation's external auditor; 

reviews the Corporation's annual audited financial statements and recommends on approval of these statements 
and on acceptance of the auditor's report by the Board; 

© oversees internal audit of the Corporation; and 

reviews and advises the Board on the*plan and report of any Special Examination of the Corporation. 


Environment Committee 
¢ develops and recommends, for Board approval, an overall Environmental Management Plan for the Corporation 
which will establish policies and objectives to ensure compliance with all applicable environmental laws; 
* reviews management's action plans and budgets for dealing with environmental issues during the year; | 
* discusses, investigates and monitors the main categories of applicable environmental risks and consequences | 
relevant to the Corporation's circumstances; and | 
© ensures that the Board is informed on all significant environmental issues affecting the Corporation. 
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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information in this 
report are the responsibility of management and have been approved by the Board of Directors. The financial 
statements include some amounts that are necessarily based on management's best estimates and judgement. 


The financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. Financial information presented elsewhere in the annual report is consistent with that 
contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management maintains 
financial and management control systems and practices designed to provide reasonable assurance that transactions 
are authorized, assets are safeguarded and proper records are maintained in accordance with the Financial 
Administration Act and regulations as well as the Cape Breton Development Corporation Act, the Cape Breton 
Development Corporation Divestiture Authorization and Dissolution Act and by-laws of the Corporation. The external 
auditors have ready access to the Audit Committee of the Board, which oversees management's responsibilities 

for maintaining adequate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation's auditor, the Auditor General 
of Canada, and her report is included herein. 


flint) ft. to 


Ross F. McCurdy, Ph.D. Thomas P. Fleming, B.A., B. Comm. 
President & CEO Director General, Corporate Administration 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order to carry out 
this responsibility, the Committee, composed entirely of directors independent of management, meets at least twice a 


‘year to review the Corporation's financial statements and recommend their approval to the Board of Directors. The 


Audit Committee also reviews any reports prepared by the Corporation's internal and external auditors relating to 
its accounting policies and procedures, as well as its internal controls. The Committee meets independently with 
management and auditors to review the involvement of each in the financial reporting process. These meetings are 
designed to facilitate any private communication with the Committee desired by each party. 


bf aC 


Gordon M. Macinnis, CA 
Chairperson of the Audit Committee 
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AUDITOR'S REPORT 


Auditor General of Canada 
Verificatrice générale du Canada 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 2008 


_ and the statements of income, comprehensive income and deficit and cash flows for the year then 


ended. These financial statements are the responsibility of the Corporation's management. My 
responsibility is to express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2008 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and the 
by-laws of the Corporation. 


CL ob 


John O’Brien, CA 
Principal 
for the Auditor General of Canada 


Halifax, Canada 
May 23, 2008 


240 rue Sparks Street’, Ottawa, Ontario KIA 066 


BALANCE SHEET 


YEAR ENDED MARCH 31, 2008 (in thousands) 


Assets 
Current 
Cash and cash equivalents 


- Accounts receivable 


Parliamentary appropriation receivable 
Prepaid expenses 


Long-term 
Property, plant and equipment (Note 5) 


Liabilities 
Current 
Accounts payable and accruals 
Current portion of long-term accrued 
obligations (Notes 6, 7, 8, and 9) 


Long-term 


Accrued obligation for early retirement and 


severance benefits (Note 6) 


Accrued obligation for environmental costs (Note 7) 
Accrued obligation for workers’ compensation (Note 8) 
Accrued obligation for other non-pension employee 


future benefits (Note 9) 


Deferred gain on sale of property (Note 12) 


Deficit 
Deficit 


Future of the Corporation (Note 2) 
Commitments (Note 13) 
Contingencies (Note 14) 


The accompanying notes are an integral part of these financial statements. 


Approved by the Board 


2008 


$ 14,511 
4,946 
8,000 
2,787 

30,244 


Bags 24h 
$ 30,815 


$ 1,459 


TER 
74,660 


109,494 
160,456 
122,338 


6,140 
peeecrte 
400,596 


(444,441) 
$ 30,815 


131685 
o4;279 
137,236 


6,830 
le 
369,348 


(415,411) 
3 _ 24,416 
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STATEMENT OF INCOME, COMPREHENSIVE INCOME AND DEFICIT 
YEAR ENDED MARCH 31, 2008 (in thousands) 


Expenses 


Environmental costs (Note 7) 


Workers’ compensation and other non-pension employee 


future benefits (Notes 8 and 9) 
General and administrative 
Early retirement and severance benefits (Note 6) 
Property and site maintenance 


Amortization 


Revenue and other income 


Gain on non-pension employee future benefits (Note 9) 


Gain on workers: compensation liability (Note 8) 
Interest and other income 


Gain from disposal of property, plant and equipment 


Net (loss) income before government funding 


Government funding 


Parliamentary appropriation to fund cash requirements 


Net (loss) income and comprehensive income after 


government funding 


Deficit, beginning of year 


Deficit, end of year 


The accompanying notes are an integral part of these financial statements. 


_ Land contributed to Enterprise Cape Breton Corporation 


2008 2007 

$ 83,399 $ 5,251 

5,506 329 

2,749 2.881 

1,969 6,500 

497 681 

6 eS eee 

Sede 94,153, 18,662 
4,050 

: 22,809 

875 971 

198 _ 837 

5123 BAD 

(89,030) 8,955 

____ 60,000 ug O82 

(29,030) 75,166 

415,411 AN Ae, 

oe eae Ree ce 

$ 444,441 $ 415,411 
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STATEMENT OF CASH FLOWS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


Cash flows from (used for) operating activities 

Government funding received 

Other income received 

Cash paid to suppliers and employees 

Cash paid for early retirements, severance benefits, workers’ 
compensation and other non-pension employee future benefits 


Cash flows from (used for) investing activities 
Proceeds from deferred sale of property 

Purchase of property, plant and equipment 

Proceeds from sale of property, plant and equipment 


Increase in cash 

Cash and cash equivalents, beginning of year 
Cash and cash equivalents, end of year 
Represented by 


Cash 
Cash equivalents 


$ 63,211 
645 
(11,415) 


inal) 


3,773 


10,738 


$ 14,511 


3,511 
11,000 


$ 14511 


The accompanying notes are an integral part of these financial statements. 


3,600 


2007 


$ 66,905 
1,370 
(19,779) 


publ 
2 


2,367 
(77) 
3,146 


3,267 


7,471 


$10,738 


3,738 
7,000 


$10,738 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


1. AUTHORITY AND OBJECTIVES 


The Cape Breton Development Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the 
coal industry on Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part | corporation for purposes of the Financial 
Administration Act. The Corporation is carrying out closure and residual activities as outlined in corporate plans approved 
by the Governor in Council. The Government of Canada is providing funding support for these activities by means of annual 
appropriations. The Corporation is economically dependent on the Government of Canada. 


As allowed for in the Cape Breton Development Corporation Act, the Government of Canada can provide repayable advances 
for working capital purposes up to a limit of $50,000. 


The Corporation is subject to provisions of the Income Tax Act. 


2. FUTURE OF THE CORPORATION 


In 2000, the Cape Breton Development Corporation Divestiture and Dissolution Act was proclaimed. This Act provides for the 
sale of assets, winding up of the affairs of the Corporation and its eventual dissolution on a date to be fixed by the Governor 
in Council. 


Since 2001, the Corporation's resources have been directed at obtaining fair value for the disposal of surplus assets and real 
property, the successful resolution of its short-term obligations, as well as determining the best methods of handling the 
various long-term obligations. The Corporation's Board of Directors has endorsed a plan that sees the entity continue with a 
small number of its experienced and knowledgeable employees. A comprehensive review of a number of possible options 
determined this to be the best method for the efficient and effective management of the Corporation's long-term obligations. 


These financial statements reflect the impact of these activities to the extent that such decisions were made by March 31, 
2008, and their impact can be reasonably determined. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


3. SIGNIFICANT ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with Canadian generally accepted accounting 
principles. The significant accounting policies described below are appropriate under the current circumstances. 


a) Management Estimates 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires management 
to make estimates and assumptions that affect the reported amount of assets, liabilities, revenues, expenses and the disclosure of 
contingent liabilities at the date of the financial statements. Despite the use of the Corporation's best estimates, it is possible that 
the amounts related to the accrued obligations for environmental costs, workers’ compensation, and other non-pension employee 
future benefits could change materially in the near term. Any change in estimate is reflected in the financial statements in the year 
it is Known. 


b) Financial Instruments 


Cash equivalents represent short-term, highly liquid investments. Cash equivalents are designated as held for trading and are 
recorded at fair value. 


Accounts receivable, designated as loans and receivables, and accounts payable, designated as other financial liabilities, are | 
incurred in the normal course of business and are respectively due and payable on demand. The carrying value of these financial 
instruments approximate fair value because of their short term to maturity. 


c) Parliamentary Appropriations 


Parliamentary appropriations provided to fund cash requirements are recorded on the statement of income, comprehensive income 
and deficit in the year approved. 


d) Fair Values 
Fair values are determined as follows: °* 
¢ Current portion of accrued obligations - using cash flows of estimated future payments without discounting. 


e Accrued obligation for early retirement and severance benefits - using discounted cash flows of estimated future payments for 
early retirements, based on current interest rates. 


¢ Accrued obligation for environmental costs - using discounted cash flows of estimated future payments for environmental costs, 
based on a risk-free interest rate. 


e Accrued obligation for workers’ compensation - using an actuarial valuation. 


¢ Accrued obligation for other non-pension employee future benefits - using discounted cash flows of estimated future payments, 
based on current interest rates except for the portion of the liabilities related to life insurance that is actuarially determined. 


_ e) Property, Plant and Equipment — 


Property, plant and equipment are valued at the lower of cost less accumulated amortization and the estimated net realizable 
value. Amortization is calculated at rates sufficient to write off plant and equipment on a straight line basis as follows: 


e Leasehold improvements 25% 


® Equipment 25% 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


f) Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related costs as the benefits accrue to 
employees. The Corporation has adopted the following policy: 


e The cost of other non-pension employee future benefits is based on the net present value of the future payments expected 
to be made, using management's best estimate of inflation rates for health and related benefits, usage rates and mortality 
rates. The portion of the liability related to a life insurance benefit to retirees over the age of 65 Is actuarially determined. 
Management recognizes changes in the net present value of the unfunded liability based on the results of actual 
experience. 


e The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. The plans 
were terminated effective December 31, 2001. An arbitrator's decision awarded the surplus in the pension plans to 
the plan members. There will be no further expenses related to the pension plans or any further contributions required 
by the Corporation. 


g) Accrued Obligation for Workers' Compensation 


The Corporation is a self-insured employer and is accountable for workers’ compensation liabilities incurred. The accrued 
obligation for workers’ compensation represents the actuarially determined net present value of liabilities for benefits for 
work-related injuries of current and former employees when awards are approved by the Workers’ Compensation Board of 
Nova Scotia, or when legislative amendments are made and the anticipated future costs can be reasonably calculated. 


Changes in the net present value of this unfunded liability are based on updated actuarial estimates of future costs as a result 
of actual experience and changes in actuarial assumptions. Adjustments arising from actuarial gains and losses are 
recognized in the year in which they occur. 


h) Accrued Obligation for Early Retirement and Severance Benefits 


The accrued obligation for early retirement and severance benefits represents the net present value of liabilities for early 
retirement incentives and severance related to workforce reductions. 


Changes in the net present value of this liability from the original estimate are based on the results of actual experience and 
changes in management's assumptions. 


i) Accrued Obligation.for Environmental Costs 


The accrued obligation for environmental costs represents the net present value of liabilities of estimated future 
environmental costs based on management's best estimate of the cost of complying with its interpretation of the 
requirements of appropriate environmental laws and regulations. These costs exclude any future salvage value that 
may be realized in carrying out these environmental actions. 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


4. CHANGE IN ACCOUNTING POLICIES 


Effective April 1, 2007, the Corporation adopted the new Canadian Institute of Chartered Accountants Handbook Section 
1530 Comprehensive Income, Section 3251 Equity, Section 3855 Financial Instruments - Recognition and Measurement, 

and Section 3861 Financial Instruments - Disclosure and Presentation. As required by the implementation of these new 

standards, the comparative financial statements have not been restated. The adoption of these standards had no impact 
on the Corporation's financial statements. 


Section 1530 required the presentation of comprehensive income, which consists of net income and other comprehensive 
income. After having determined that the Corporation had no other comprehensive income items to report in its financial 
statements, the Corporation created a combined statement of income, comprehensive income and deficit. 


The financial instruments standard establishes the recognition and measurement criteria for financial assets, financial 
liabilities and derivatives. All financial instruments are required to be measured at fair value on initial recognition of the 
instrument, except for certain related party transactions. Measurement in subsequent periods depends on whether the 
financial instrument has been classified as held-for-trading, available-for-sale, held-to-maturity, loans and receivables or 
other financial liabilities, as defined by the standard. 


On April 1, 2007, the Corporation elected to designate its cash and cash equivalents as held for trading. These instruments 
are accounted for at fair value. Accounts receivable, classified as loans and receivables and accounts payable, classified 
as other financial liabilities, are initially measured at fair value which, due to their short-term nature, is approximated by 
their amortized cost. 


In accordance with Section 3855, the Corporation conducted a search for embedded derivatives in all contractual 
arrangements dated subsequent to April 1, 2003 and did not identify any embedded features that required separate 
presentation from the related host contract. 


2) 


SLNAWSALVLS TVISNVNI4 


8002-2002 1YOda¥ IVANNY 9089 


FINANCIAL STATMENTS 


CBDC ANNUAL REPORT 2007-2008 


22 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


5. PROPERTY, PLANT AND EQUIPMENT 


2008 2007 
Accumulated | Accumulated 
Amortization and Net Book | Amortization and Net Book 
Cost Write-Downs Value Cost Write-Downs Value 
Phalen Colliery $ 13,527 $ 13,527 $ - ie T3027 $- (13527 $ 
Coal Preparation Plant 17,684 17,684 - 17,684 17,684 - 
Otherassets BZ TT] 8B 8D 
_$ 32393 $ 31822 $ S71 $34,834 $34,255 $B 


The net book value represents land holdings and sundry equipment. 


4 


6. ACCRUED OBLIGATION FOR EARLY RETIREMENT AND SEVERANCE BENEFITS 


This accrued obligation consists of estimates for the cost of the unfunded liability for early retirement and severance initiatives 
when approval of such decisions is obtained. Components included are early retirement payments, cost of expected benefits and 
severances. Changes to these estimates based on actual experience are recognized in the statement of income, comprehensive 
income and deficit. The statement of income, comprehensive income and deficit includes a charge of $1,969 (2007 - $6,500) 
which primarily relates to interest charges as a result of discounting the obligation, as well as actual experience and changes in 
management's estimate. 


Management made significant assumptions in preparing estimates of this accrued obligation, including: interest rates for 
discount factors and price indexation for the non-current portion of the liability; planned date of employee reductions; Canada 
Pension Plan disability award rates; and health and other benefit price indexation. The estimate of liabilities, based on the 
above, could be significantly different if the key assumptions used by management for major determinants of the estimate vary 
from those planned. Management recognizes changes in this liability from the original estimate based on updated assumptions 
and actual experience. 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


Management's estimate for the remaining liabilities associated with early retirement and severance benefits 


at March 31 is: 


Human resource strategy (1999) 
Human resource strategy (1996) 
Human resource strategy (2001) 
Lingan Colliery closure 

Other early retirement incentives 


Less: current portion 


Non-current portion 


Early retirement and severance costs 
Early retirement and severance payments 


Weighted-average assumptions 


Discount rate for obligation 
Discount rate for costs 
Benefit price indexation 
Health care price indexation 


2008 


$ 83,397 


20,188 
27,827 

10 
ED 
135,887 


$ 109,494 


$ 1,969 


26,393 


26,375 
Biles 

256 
5,668 
160,082 


$ 131,835 


$ 6,500 
$ 28,034 


9.9% 


9.9% 
2% 
9% 


The Corporation anticipates that the accrued obligation for early retirement and severance 


benefits will be fully discharged by the end of 2021. 


28,247 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


7. ACCRUED OBLIGATION FOR ENVIRONMENTAL COSTS 


The Corporation has recorded its best estimate of anticipated future costs for environmental issues related to the decision on 
the future of the Corporation including: building demolition, clean-up, earthworks, mine water management, water treatment, 
other reclamation works and long-term care and monitoring. This unfunded liability is based on management's best estimate 
of the cost of complying with its interpretation of the requirements of appropriate environmental laws and regulations. 


The Corporation, along with the services of Public Works and Government Services Canada (PWGSC), assessed each 
individual property owned by the Corporation. A complete pre-screening and detailed site assessment program has been 
carried out on each property to the level necessary to identify and record all environmental disturbances and impacts, 
whether caused by the Corporation's operations or that of its predecessor. Management's best estimate of the liability is 
based on property assessment work, studies and reports from independent consultants, and a review and verification of the 
data by PWGSC and management of the Corporation. During the year, the Corporation's environmental issues were reviewed 
which resulted in estimated cost increases in mine water management, reclamation works and long- term care and 
monitoring. The liability as at March 31, 2008, is estimated to be $186,271 (2007 - $108,857) based on discounted 

expected future cash flows. 


The estimate of the liability is based on significant assumptions made by management, including: definition of and likely 
action required to meet the appropriate legislation, regulations and industry practice; the nature and extent of past and 
present environmental concerns; the extent of actions necessary to deal with long-term management of mine water; the 
extent of remediation required at mine and coal processing sites; and discount rates used. Such estimates are subject to 
adjustment based on changes in laws and regulations and as new information becomes available. Included in this liability - 
estimate is an amount for indemnification in respect of environmental conditions of certain previously disposed properties. 


The estimate of the liability based on the above could be significantly different if the key assumptions used by management 


for determination of the estimate vary from those planned. 


The liability at March 31 is: 


2008 2007 
Accrued obligation for environmental costs, beginning of year $ 108,857 $ 118,980 
Payments (5,985) (15,374) 
Interest cost 4,354 4759 
Estimate revisions and adjustments 79,045 492 
Accrued obligation for environmental costs, end of year 186,271 108,857 
Less: current portion 25,815 17,578 
Non-current portion $ 160,456 $ 91,279 


; 
4 
: 
Fe. 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


ee a ee 


The key assumptions on which the liability is based are: 


e The total undiscounted amount of the estimated cash flows required to settle the liability is $352,037 (2007 - $173,960). 

e Cash expenditures for remediation costs are planned for the next 6 years. Cash expenditures for care and monitoring of 
the remediated sites are estimated for the next 48 years. 

e The risk-free rate at which the estimated cash flows for the original liability have been discounted is 4% and the price 
indexation is 3%. 

e The risk-free rate at which the estimated cash flows arising from the 2008 estimate revision and adjustment have been 
discounted is 4.29% and the price indexation is 3%. 


8. ACCRUED OBLIGATION FOR WORKERS' COMPENSATION 


The Corporation's accrued obligation for workers’ compensation represents the unfunded liability for the costs of 

benefits specified and administered by the Workers’ Compensation Board of Nova Scotia for work-related injuries of 

current and former employees. The actuarially determined liability consists of long-term disability permanent awards 

in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, comprised 

mainly of pension payments for past claims; other costs consisting mainly of temporary compensation, rehabilitation 

and medical aid in respect of past claims; and costs related to future claims payment administration by the Workers’ 

Compensation Board of Nova Scotia. The statement of income, comprehensive income and deficit includes a charge 
of $5,679 (2007 - credit of $22,809) which relates to interest charges on the workers’ compensation obligation, 
administration costs, and changes in actuarial assumptions. | 


The actuary used assumptions, as agreed with management, in the calculation of the liability including: inflation 
rates, interest rates, mortality rates and aggregate claim projections for incidents which have occurred. The actuarial 
liability could be materially different if assumptions on which the valuation is based vary significantly in future years. 
Changes in the liability are recognized based on extrapolation of actuarial results and adjustments arising from 
actuarial gains and losses in the year in which they occur. An actuarial valuation of the liability is performed annually 
using a measurement date of March 31. ; 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


The Corporation's workers’ compensation costs and obligations at March 31 consist of: 

Workers’ compensation obligations (actuarial value) $ 142,838 $ 157,636 
Less: current portion 20,500 ____ 20,400 
Non-current portion ds Perr ed _ S$ _ 122338 $137,236 
Workers’ compensation costs (credit) $ 5,679 $ (22,809) 
Workers’ compensation payments _ : S$ 22042 $19,641 
Determination of workers’ compensation costs 

for the year are calculated as: = Abas ie 
Interest cost $ 11,120 $0 14,318 
Actuarial gain (7,170) (38,115) 
Administrative payments toHRSDG dO ee ee 
Workers’ compensation (credit) costs $ 5,679 $ (22,809) 
Weighted-average assumptions 

Discount rate for obligation 6.5% 7.5% 
Discount rate for costs 7.5% 7.5% 
Long-term disability, survivor pensions indexation 1.5% 2% 
Health care and rehabilitation indexation 4.75% 5.75% 
All other cost indexation 3.0% A% 


The accrued obligation for workers’ compensation is sensitive to changes in the discount rate and assumed rate 


of inflation adopted by management in measuring the liability. The impact of using alternative rates would be as follows: 


¢ A 1% decrease in the reported discount rate without changing the assumed rate of inflation would increase the 


reported liability by $10,200. 


¢ A 1% decrease in the assumed inflation rate without changing the reported discount rate would increase the 


reported liability by $3,200. 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


9. OTHER NON-PENSION EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation's Compassionate 
Disability Pension to age 65, a life insurance benefit to retirees over the age of 65 and a retiring allowance. The present 
value of these unfunded benefit plans is determined on the basis of management assumptions. An actuarial valuation 
was obtained as of March 31, 2008 for the life insurance benefit to retirees. 


The liability could be materially different if assumptions on which the estimate is based vary significantly in future years. 
The statement of income, comprehensive income and deficit includes a credit of $173 (2007 - charge of $329) for other 
non-pension employee future benefits costs. The statement of income, comprehensive income and deficit includes a gain 
on non-pension employee future benefits relating to health care and life insurance premium payments paid in excess of 
actual claims made. Management's estimate for the liabilities associated with other non-pension employee future 
benefits at March 31 is: 


2008 2007 

Other non-pension employee future benefits . $ 6,633 $ 7,441 
OCD SSS ee i a $6,830 _ 
Other non-pension employee future benefits (credit) costs $ (173) $329 
Other non-pension employee future benefits payments $ 635 $ 700 
Determination of other non-pension employee future benefits 
costs for the year are calculated as; ee aac 
Interest cost ; ; $ 182 $2 205 
IETS DVO a 
Other non-pension employee future benefits (credit) costs $ (173) $ 329 
Weighted-average assumptions 
Compassionate Disability health benefits 

Discount rate for obligation 6% 5.5% 

Discount rate for costs 5.5% 6% 

Health care price indexation 5% 5% 
Post-employment life insurance 

Discount rate for obligation 5.7% 5.25% 

Discount rate for costs 5.25% 5.5% 
Retiring allowance 

Discount rate for obligation 5.5% 5.5% 

Discount rate for costs 5.5% 6% 

Benefit price indexation 3% 3% 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


10. PENSIONS 


The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. There were two 
major plans, consisting of a contributory and non-contributory plan. Benefits were generally based on employees’ length 
of service and rate of pay. The Office of the Superintendent of Financial Institutions (OSFI) gave approval to terminate 
both of the Corporation's pension plans, effective December 31, 2001. 


As part of the termination process, annuities were purchased for all pension benefit recipients. Those who were not 
eligible for pension benefits had the option of receiving the commuted value of their benefits or a deferred annuity. 
As of March 31, 2008 the majority of commuted value transfers have been paid. 


Based on an arbitrator's decision, the surplus in both plans was awarded to the members. The member representative 
committee and its advisors developed a distribution proposal which has been approved by OSFI. Distribution of the 
surplus commenced in December 2005. Based on this, the pension assets are valued at fair market less estimated 
final wind-up expenses with no discounting. The Corporation, as the administrator of the plans, continues to provide 
assistance to the member representative committee with the remaining steps of this process. 


The status of the Corporation's non-contributory pension plan as at March 31 is: 


2008 2007 

Pension fund assets (market value) $ 3,649 $ 4,349 
Distribution of pension fund assets $ 117 fa Bel 
Commuted value transfers and benefits paid ee 4 ft $ 7 
Annuity purchase payment $267 $ 26 
Administration fees . $ 308 Om 1228 
Interest $ (203) $ (180) 
The status of the Corporation's contributory plan as at March 31 is: 
Pension fund assets (market value) $ - $ 23 
Distribution of pension fund assets $ 4 $ 39 
Commuted value transfers and benefits paid $ " S$ 
Annuity purchase payment $ : $ - 
Administration fees $ 19 $ 21 

$ - $ : 


Interest 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


In addition to the two Corporation pension plans, certain employees are covered by the Public Service Pension Plan administered 
by the Government of Canada. Contributions to the Plan are required from both employees and the Corporation. Contributions with 
respect to current service are expensed in the current period. Contributions by the Corporation in 2008 include $41 (2007 - $326) 
related to the cost of lump sum past-service benefit buybacks, previously expensed. The Corporation is not required to make 
contributions with respect to actuarial deficiencies of the Public Service Pension Plan. 


Contributions to the Public Service Pension Plan consisted of: 


2008 2007 
Contributions by the Corporation $ 219 $ 497 


Contributions by employees $ 102 $ 224 


11. RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, agencies and 
Crown corporations. The Corporation enters into transactions with these entities in the normal course of business. In addition 
to these transactions, the Government of Canada provides parliamentary appropriations to the Corporation. 


The Corporation engaged Public Works and Government Services Canada (PWGSC), through a services arrangement, for the 
project management of its multi-year Remediation Closure Plan and Real Property Disposal Plan. Payments made to PWGSC 
totalled $8,190 (2007 - $15,279) plus invoices payable at year-end of $5,932 (2007 - $2,919). These amounts are for the 
reimbursement of project contract payments as well as PWGSC disbursements, engineering design, and administration fees 
and are measured at the exchanged amount. 


12. DEFERRED GAIN ON SALE OF PROPERTY 


The Corporation entered into an agreement to sell the Donkin-Morien Development Project. Under the terms of the agreement, 
the Corporation has received payment but the purchaser has an unconditional right until June 2009 to return the property to the 
Corporation and have its payment, less any sale costs incurred by the Corporation, returned. The Corporation will recognize the 
gain when the right of return provision expires. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2008 (in thousands) 


13. COMMITMENTS 


The Corporation's contractual commitments relate primarily to agreements for environmental remediation. 
The expected total minimum annual payments (2007 - $13,012) for these commitments are as follows: 


2008-09 $ 10,753 
2009-10 465 
2010-11 369 
2011-12 350 
2012-13 andbeyond = 3350 
$ 12,287 


14. CONTINGENCIES 


In the ordinary course of business, lawsuits have been filed against the Corporation. In management's 
opinion, the outcome of these actions cannot be determined at this time and no provision has been made 
in the financial statements. 
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LETTER of TRANSMITTAL 


June 29, 2009 


The Honourable Lisa Raitt 
Minister of Natural Resources 
Government of Canada 
Ottawa, Ontario 


Minister: 


| have the honour of presenting the 31st Annual 
Report of the Cape Breton Development Corporation, 
together with the audited financial statements, for 
the fiscal year ended March 31, 2009. 


Respectfully submitted, 


fast. 


Gordon MacInnis 
Chairperson, Board of Directors 
Cape Breton Development Corporation 


... for the community 


Our”...for the community" phrase means much 
more to us than simply a slogan. It is a mindset. It is the solid 
foundation on which each and every project and program Cape 
Breton Development Corporation (Devco) undertakes is based. 


The Corporation's Environmental Remediation program and 
Human Resource activities present many opportunities to 
partner with organizations, institutions, entrepreneurs and 
residents throughout our community as we work toward 
dissolving Devco. As well, we feel it is important to promote 
our Island's potential for opportunity in the energy and 
environment sectors. Many of these programs are underway, 
some successfully completed, and still others on the agenda 
for the near future. 


This annual report demonstrates how Devco is working toward 
dissolution and doing so ina way that leaves a positive 
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Corporate legacy ...for the community. 
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The Legacy : 


While the Corporation’s mining ope: 
* ceased in 2001, the Island's mining le 
not, and Devco's work is ensuring t 
lives on. One example of this is the r 
of the former Princess Colliery site i 
Mines. Devco is remediating the sit 
goal to leave the site in a stable, safe 
and return the land to the communit 
use and enjoyment with the conditio 
future development will be reflective 
active mining history. By the turn of 
century, Sydney Mines was one of N 
America’s top coal producing comm 
miners coming from as far away as I! 
Poland, Germany, Lithuania, Austri 
Scotland and Wales to work in the c 


Princess Colliery operated for more 
years, producing 30 million tons of c 
employing 7000 men over the life of 
operations. The underground worki 
8 km under the Atlantic Ocean at a d 
over 1000 feet and consisting of 210 k 
roadways, 


The site has a.rich history and the co 
of Sydney Mines was built to support 
mining activities. Devco's redevelopn 
site is being done in a way that respe 
traditions and brings maximum futu 

to the community. 
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Cape Breton Development Corporation Board of Directors, Senior Management and Staff 


Back Row (L-R) Debi Walker, Sandra Richardson, Sheldon Farrow, Gerald Lan \ila 


Mayich. Donald Peckham. Ron Kell 
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PROFILE 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 
and is wholly-owned by the Government of Canada. In 2000, the Cape Breton Development 
Corporation Divestiture Authorization and Dissolution Act was passed by Parliament. 


As a Crown corporation, CBDC is a distinct entity that reports to Parliament through the Minister 
of Natural Resources. In order to meet its mandate requirements, the Corporation works closely 
with various levels of government. 


The Corporation is located on Cape Breton Island, Nova Scotia, and closed its last coal mine in 
the fall of 2001. The outstanding obligations of the Corporation involve administering benefits 
to current and former employees, remediating former mine sites and disposing of lands. 


VISION 


The assets of the Cape Breton Development Corporation will be redeployed for the benefit and prosperity of the people 
and the economy of Cape Breton. Such initiatives will also serve as an ongoing reminder of the important contribution 
Island coal miners have made to Canada since the 1650s. 


MISSION 


To contribute to the well-being and prosperity of Cape Bretoners through the stewardship of the assets and obligations 
of the Cape Breton Development Corporation. 


The Corporation’s offices are located 
VALUES at 70 Crescent Street, Sydney, N.S. 
e We are committed to CBDC’s mission. Current land holdings include approximately 7,400 acres located mainly in 
the Cape Breton Regional Municipality. The Corporation owns and operates 
e We value, respect and care for one another and a number of water treatment facilities at its various sites, both active and 
recognize that the success of CBDC depends on passive systems. It also operates the Dominion and Sydney Mines Coal 
the success of each and everyone. Yards as part of its contractual obligation to sell coal to former employees. 


° We value scientific rigour and professional and 
technical competence. 


e We are a learning organization that supports and 
Strives for constant improvement. 


e We manage with integrity and honesty and with 
accountability, equity, fairness, transparency 
and respect. 


Sydney, Nova Scot 


° We recognize that communication is the cornerstone 
of our work. 


e We recognize and celebrate excellence and 
achievement whether great or small in all 
employees. 


CORPORATE GOVERNANCE 


The CBDC Board of Directors is responsible for the management of the business and affairs of the Corporation. 
The President is the Chief Executive Officer of the Corporation and therefore, directs and controls business on 


behalf of the Board. The Board’s main responsibilities are to: 


¢ approve the Corporation's strategic direction and corporate plan; 

® approve the operating and capital budgets; 

e monitor corporate performance; 

® make, amend or repeal any by-laws that regulate the business or affairs of the Corporation; 
® ensure proper financial management practices and control systems are maintained; and 

® approve the annual financial statements. 


BOARD OF DIRECTORS 

Gordon M. Macinnis - Chairperson - Glace Bay, Nova Scotia 
Ross F. McCurdy - Sydney, Nova Scotia 

Douglas |. Milburn - Sydney, Nova Scotia 

Theresa M. O'Leary - Sydney, Nova Scotia 


OFFICERS 

Gordon M. Macinnis - Chairperson 

Ross F. McCurdy - President and CEO 

Thomas P. Fleming - Director General, Corporation Administration and Corporate Secretary 
Robert J. MacDonald - Director General, Property and Environment 


CBDC BOARD OF DIRECTORS 


Chair —— Corporate Secretary - 


ee 
Director Director President & CEO 


Environment Committee - Chair Audit Committee - Chair 


Director President & CEO Director Director Director 


President & CEO 


Director General Director General 


Property & Environment Corporate Administration 
(Finance & H.R. Obligations) 


DEVCO'S EVOLUTION 


~ From Industrial Focus to Green / g 


- Built water treatment plants 
- Conducted environmental 
audits 


DIVESTURE Since 2007 
| 
Rae Se hs Re | ‘ au | ” ~ 
“COAL MINING | Since 2001 e Actively “cleaning up” properties 
Formed in 1960s | e Focused on wrapping up its s Constructing mine water treatment 
| iviti systems 
® Close mines and help diversify | acuNiUe® Y 
Wie oc | e Liquidating assets e Partnered with CANMET, Atlantic 
1970 ae Coastal Action Program (ACAP) & 
S energy crisis cer 
5 estan wv seni | Addressing human resource | Cape Breton University (CBU) on bio- 
: responsibilities fuel research under the “Green Mines - 
Until 1990s | Green Energy” program 
; | _ Assessing environmental . 
Ce ee eee eee obligations | © Established a Mine Water Research 
Satay | Chair at CBU 
Late 1990s : 
Secaantcddrece narenvitonwenl | | e Exploring potential geothermal energy 
Stes d | opportunities from warm mine water 
| 
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FINANCIAL SUMMARY 


(in thousands of $'s) 2009 2008 
Payments for early retirements, severance benefits, workers’ 

compensation and employee future benefits 46,290 48,841 
Payments for environmental reclamation and remediation 16,125 5,985 
Parliamentary appropriations to fund cash requirements 66,239 60,000 
Total accured obligations 461,197 471,629 


ACCOMPLISHMENTS 


© Conceived, designed and constructed Neville Street 
passive mine water treatment system 


* Produced conceptual design for sustainable green 
energy community at former Princess Mine site 


e Developed plan to transition water treatment at VJ Site 
from active to passive 


° Completed Corporate Remediation Objective Standards 


Successfully completed remediation of former Beaver 
Mine site in Birch Grove 


e Sold land and infrastructure at former Phalen Mine site 
to developer 


e Remediated bootleg mines at Kaneville, New Victoria 


¢ Created and implemented Environmental 
Management Plan 


e Remediated former Broughton Mine site 


e Partnered with Cape Breton University to create and 
recruit Research Chair in Mine Water Management 


° 8 successful Canadian Environmental Assessment 
Agency applications 

e Worked with the community of Birch Grove to develop 
a conceptual closure plan for No. 21 Mine site 
incorporating healthy living features 


e Relayed energy potential of Sydney Coalfield to 
community ‘ 


e 21 Staff presentations to community, regional, national 
and international conferences 


e Updated all mine water monitoring systems with remote 
operational technologies allowing for control from head 
office or via the web 


e Implemented mine water management program including 
a research component with CBU 


* Conducted 10 community consultations to ensure 
Corporation’s remediation programs are aligned with 
community expectations 


* Connected abandoned mine water pools in New 
Waterford to minimize long-term treatment costs 


© Commenced remediation work on the Franklyn Group 
of 24 properties 


e Instituted environmental audit program 


© Provided land registry/title transactions in support for 
93 project transfers 


e Contributed to capacity building within local consulting 
community, contractors and other service providers as a 
result of environmental projects 


e Sent another shipment of historical documents to Library 
and Archives Canada 


e Completed Corporate Land Divestiture Strategy 
¢ Developed an enhanced Corporate Communications Plan 
e Nominated for Community ECO-Award 


e Reinforced legacy of coal mining through sponsorship of 
National Little League Ball Tournament in Sydney Mines 


e Expanded international network of contacts for mine 
water management and remediation 


* Concluded non-contributory pension plan disbursements 


e Launched Legacy Book project with partners and 
sponsors 


e Created ongoing employment within Cape Breton 
community as direct and indirect result of CBDC projects 


e Played a major catalytic role in explaining the huge 
potential for Clean Energy (wind, geothermal bio-fuel 
and clean energy from coal) in Cape Breton 


part of NRCan’s Green Mines Green Energy initiative 


Commenced switch grass bio-fuel project at Broughton Site as 


MESSAGE from the CHAIR 


Over the past year, the Cape Breton Development Corporation 
(CBDC) Board of Directors has noted remarkable progress in 
achieving goals, meeting obligations and moving the Corporation's 
agenda forward. 


CBDC's environmental remediation program is proceeding as 
planned, on schedule and within budget. Containing the mine 
water obligation, another major priority for the Corporation, is 

also progressing well, as are the long-term commitments to former 
employees. Both technical and administrative staff managed these 
activities in an efficient and cost effective manner. CBDC President 
and CEO, Dr. Ross McCurdy, continued to have a very positive impact 
upon the corporate culture of CBDC, its employees and the 
community at large. The Board is exceptionally confident that his 
leadership will continue to ensure that the Corporation’s obligations 
are fulfilled in an effective manner leading to the timely wind-up of 
the corporate structure. 


Working closely with consultants, other government departments 
and the community, the Corporation reaped the benefits of the 
individual and collective expertise offered by these stakeholders, 
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assuring various projects are moving toward successful completion. 
The former Victoria Junction Coal Preparation Plant is an excellent 
example - the divergence from a heavy industrial site to a green 
zone with a vastly improved wetland is proof that the remediation 
projects are meeting the desired results. Continuing to follow this 
example will ensure the Corporation's environmental program is 

a SUCCESS. 


The Board is pleased with the achievements regarding the final 
disbursement of the Corporation’s pension plans to plan members. 
This, along with other human resource activities, has a positive 
impact on the Cape Breton economy. The knowledge of CBDC 
staff is an integral part of successfully meeting the goals associated 
with administering the human resource programs. 


A highlight of the past year was the appointment of the Chair of 
Mine Water Management at the Cape Breton University (CBU). 
Partnerships of this nature benefit CBDC, the university, students 
and the community. It is our expectation that through working 
together, the Corporation and the university will further develop their 
expertise regarding mine water issues, to effectively address the mine 
water challenges facing the Corporation. The Board recognizes the 
Corporation's work with local engineering expertise in laying the 
foundation for this project through developing the 1B mine pool 

and Neville Street well field - both world-class projects from an 
environmental and technical aspect. 


The Corporation is also experiencing great success ensuring the Cape 
Breton community is aware of the Island's clean energy potential. 
Effectively communicating these positive energy possibilities will 

help Cape Breton to take advantage of opportunities and reap 
economic and environmental benefits. The Board supports the 
Corporation's activities in this regard. 


| would like to thank my fellow Board members for their participation 
and advice over the past year. | would also like to acknowledge the 
efforts of President and CEO, Dr. Ross McCurdy and his staff. It is 
an honour and privilege to serve as Chair of the CBDC Board. 


fAftl 


Gordon M. Macinnis 
Chairperson 
CBDC Board of Directors 


MESSAGE from the PRESIDENT 


The Cape Breton Development Corporation made significant progress 
this year. Various accomplishments, both large and small, are diligently 
moving the Corporation toward dissolution. Twenty-four obligations 
must be completed in order for the Corporation to be in a position 

to dissolve. As of March 31, 2009 thirteen of these twenty-four 
obligations have been completed and plans are underway to address 
the remaining eleven. The Corporation is focused on bringing these 
outstanding obligations to completion as soon as possible while 
ensuring a positive legacy commemorating the Island's mining 
heritage lives on. 


As | write this letter, the Spring season is well underway in Cape 
Breton. Similarly, the fruits of our labour can be seen in the green 
grass sprouting on the former Victoria Junction Coal Preparation site 
or in the leaves budding on trees planted along the Princess Nature 
Trail in Sydney Mines, and soil preparation for planting reeds at the 
Neville Street Well Field in Reserve. This reclamation work is 
progressing well throughout the 13 groups of Cape Breton sites 
identified for remediation. 


Once again this year, the Corporation maintained its focus on ensuring 
maximum benefit to the people and economy of Cape Breton through 
its site remediation, reclamation and site-closure activities and early 
retirement programs, workers’ compensation and other post- 
employment benefits. Site remediation projects are on schedule 

with several in the construction phase. By 2012 these projects will 
advance to the long-term care and maintenance stage. 


With 3,200 kilometers of underground mine workings that are flooded 
or in the process of flooding, the Corporation continues to develop 
expertise in the area of mine water management. It was exciting for 
CBDC to welcome the Honourable Lisa Raitt, Minister of Natural 
Resources, to Cape Breton this past winter where she announced the 
establishment of a Chair of Mine Water Management at Cape Breton 
University (CBU). Through CBDC, the Government of Canada is 
contributing $1.7 million over five years to help fund this research. 

Dr. Christian Wolkersdorfer, a leading mine-water expert from Germany, 
was appointed CBU’s first Chair of Mine Water Remediation and 
Management. We are confident that this important initiative will lead 
to enhanced solutions which will benefit other mine systems in 
Canada and elsewhere in the world. 


CBDC encourages partnerships of this nature with other 
government agencies, businesses, and organizations. For example, 
the Corporation has enjoyed a partnership arrangement with Public 
Works and Government Services Canada who provide program 
and project management for a number of the CBDC site closure 
programs. 


It also important to work with the community to ensure future land 
use is understood at an early stage. Several community consultations 
were held during the year to inform residents of our activities, address 
concerns, and provide an opportunity for input. Other 2008-9 
highlights include the sale of the former Phalen Colliery site, the final 
pay-out to plan members of all remaining funds in the Corporation's 
non-contributory pension fund, the adoption of a new Environmental 
Management Plan and promoting the energy potential of Cape Breton. 


| commend the knowledge, expertise and dedication of the CBDC 
staff. Through their cooperation and commitment, the Corporation 
is successfully achieving its goals - to bring the management of the 
long-term obligations to a steady state while ensuring a positive 
corporate legacy. 


| also extend sincere thanks and appreciation to the Minister, the 
members of the Board of Directors and Senior Management for 
their continued support and involvement throughout the year. 


flier“) 


Ross F. McCurdy 
President & CEO 
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ENVIRONMENTAL SCHEDULE FOR SITE REMEDIATION PROGRAMS 
ST EWA R D S fa i p SITE/CALENDAR YEAR 2009-10 2010-11 2011-12 pea 2013-14 


Gowrie EC EG cM LTC LTC 
A key component of the CBDC mandate is Bominionane ee EC nH ine 
the Environmental Remediation and Site Broughton EC EC cM LTC LTC 
Closure Program, which addresses the Dominion # 25 E EC cm LTC TC 
Corporation’s environmental obligations. Summit EC Chee) LTC LTC 
Compliance with environmental laws and Dominion # 11 ECM LTC LTC Lie Nic 
regulations is an important element of Dominion # 4 C cM LTC LTC LTC 
this program. Victoria Junction (VJ) Main ECM LTC LTC LTC LTC 
VJ Tailings E EC M KS: LTC 
Franklyn EG EC M LTC LTG 
Lingan ; EC cM LTC LTC LTC 
13 Groups of Sites Princess PLWRP/ Edwards Pond EC c ow oe le 
to be Remediated Louisbourg E cM LTC LTC LTC 
Legend: 


- E — Engineering/Assessment Phase 

— AL C — Construction Phase 

is: M - Close-out and begin to implement Long-term Care & Maintenance 
LTC — Site in Long-term Care & Maintenance Program 
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NEVILLE STREET 


Controlling mine water levels below the communities of 
Glace Bay, Dominion and Reserve Mines is a high priority 
for the Cape Breton Development Corporation. Every time it 
rains, large quantities of surface water enter the abandoned 
and interconnected coal mines. This water comes into 
contact with the remaining coal and pyrite minerals in the 
old mines and causes the water chemistry to change. This 
change effects the quality of the water which may become 
undesirable to aquatic life, if allowed to reach the surface. 


Pumping is required to control the rise of these mine waters. 
After much research, the Corporation identified 

the Neville Street area in Dominion as the ideal location 

to intercept rising mine water. A local engineering firm 

was engaged to work on this project. CBCL Limited has 
significant international experience in mine water 
management practices. 


It was determined that a natural wetland passive treatment 
system would be the optimal solution to filter out the metals 
in the mine water. This system does not require chemical 
treatment, is self-sustaining and requires little maintenance. 
It will also provide a habitat for wildlife and enhance the 
biodiversity of the area. 


In conjunction with local consulting firm CBCL Limited, the 
major construction phase of the project was completed, 
including settling pond and reed bed excavation, bank 


LS 


Cascading feature to add oxygen to mine water before 
entering the vegetated wetland. 


construction and liner installation. Concrete structures 

were poured and new piping infrastructure installed. 

By engaging the community in open house sessions, 

we were able to communicate the project and its benefits. 
This public consultation also provided us the social license to 
create minor disruptions in the community during the 
construction phase. 


The wetland reeds are scheduled to be planted during the 
upcoming year. 


REMEDIATION 


Vegetation Geotextile Drainage Lager HDPE Liner Bedding Sand 


Typical Cap Construction used at the Corporation's former Victoria 
Junction Coal Preparation Plant site. This capping method will also be 
employed at the Franklyn Site in Florence, Summit Site in Scotchtown, 


Princess Wash Plant Site in Sydney Mines, and Gowrie Wash Plant Site 
in Black Brook/Port Morien. 


Former Victoria Junction Site in full operation (1989). 
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MANAGEMENT'S ANALYSIS & DISCUSSION 


Management's Analysis and Discussion reviews the financial results and operational 
performance of the Corporation over the past year. The Corporation's mandate is to 
conduct the activities necessary for wind up of the Corporation, fulfilling all remaining 
obligations, while protecting the owner's interests. There are two main obligations 
associated with these activities. 


Human Resource Obligations: 

The programs included under Human Resource Obligations are non-discretionary items that the Corporation is 
required to deliver to former employees. They are ongoing liabilities totalling more that $300 million in present 
day value, many of which will continue beyond 20 years. They are the result of Post Employment Benefits and 
various Human Resource Strategies (operation closure). 


Real Property: 

The activity is divided into sub-activities that deal with the obligations and responsibilities of the Corporation 
as they relate to Real Property. Programs to manage and satisfy these obligations are now in place and options 
are being considered for the best way to manage ongoing liabilities. 


FINANCIAL REVIEW 


In 2008-9, all remaining activities and outstanding obligations were met by the Corporation through its 
administrative, financial and human resources services. The following is a summary of the financial results 
for the fiscal year ended March 31, 2009 in meeting these obligations and activities. 


Expenses 
Expenses for the fiscal year 2008-9 totalled $54.6 million 


« Environmental costs accounted for $22.0 million 

* Workers’ compensation and other non-pension employee future benefits costs were $22.9 million 

e Remaining costs of $3.0 million represented general and administrative expenses related to residual activities 
* Current year costs for ongoing early retirement and severance benefits were $6.6 million 

° $0.46 million was related to amortization costs 


Revenues 

Revenues for the fiscal year totalled $0.9 million 

° In 2008-9 interest and other income totalled $0.5 million 

© Disposal of surplus assets in fiscal year 2008-9 resulted in a net gain of $0.4 million 


The net loss before government funding for the year was $53.7 million. 


The Corporation's cash flow requirements were financed mainly through government funding, which totalled 
$53.0 million. Cash disbursements of $46.3 million were used to pay for early retirements, severance benefits, 
workers’ compensation and employee future benefits. A total of $18.8 million was paid to suppliers and 
employees, including $16.1 million for environmental/remediation projects. Working capital advances were 
not required during the year. 


IFRS Conversion 

The Corporation is aware of the requirement for all publicly accountable enterprises (PAE’s) to convert their financial 
statements from Canadian generally accepted accounting principles (GAAP) to International Financial Reporting 
Standards (IFRS) by 2011. The Corporation has engaged Ernst & Young LLP to assist with the implementation. 


The diagnostic phase of the project began in December 2008. Also in December 2008, the Public Sector Accounting 
Board (PSAB) announced it would reexamine its decision to require PAE’s in the public sector to adopt IFRS by 2011. 

As this review may result in the Corporation not being required to comply with IFRS, the Corporation is delaying further 
work on IFRS implementation until September 2009. Ernst & Young has confirmed this delay should not affect the 
Corporation's ability to meet the IFRS convergence deadline, should the original decision to implement not be overturned 
by September 2009. 


ADMINISTRATION 


Human Resources 
Accrued obligations to former employees for early oy 
retirement payments (ERIP), workers’ compensation 21 


awards, and other post employment entitlements 18 
represent $269.0 million or 58% of the fe 
Corporation's accrued obligations. Hi 
There are 797 individuals currently in receipt of i 
ERIP benefits. The current annual payments of $24.3 : fan 


million will reduce annually over the next 15 years as 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 
recipients reach age 65. 


Early Retirement Incentive Program (ERIP) Cash Requirements $ (Million) 


Workers’ Compensation 

More than 2,000 former employees or their survivors receive aie compensation awards, with payments extending 
for twenty years or more. As a result of a July 2004 change to the Workers’ Compensation Act of Nova Scotia, former 
injured employees are now permitted to make claims for chronic pain that were the result of injuries sustained as CBDC 
employees. Awards began in the Fall 2005 and as of March 31, 2009, there were approximately 1,170 former employee 
claims processed. Based on this history, the actuary was able to revise the estimate for future liability to CBDC for 
chronic pain claims. 


Changes in the workers’ compensation liability are recognized based on extrapolation of actuarial results and 
adjustments arising from actuarial gains and losses in the year in which they occur. This actuarial valuation of the 
liability is performed annually. In the current year, the actuarial valuation took into account the award rates to date, 
which are higher than estimated in the 2008 valuation. These adjustments have contributed to a net increase of 
$2.5 million to bring the total workers’ compensation obligations at March 31, 2009 to $145.4 million. 


Pension Plans 

The Corporation is the administrator of two registered pension plans on behalf of former employees. The plans are 
registered for the purposes of the Pension Benefits Standards Act, 1985 and the Income Tax Act. The plans consist of a 
contributory and a non-contributory plan. Due to operation closures and the subsequent reduction in employees, both 
plans were terminated December 31, 2001. As of the termination date, both plans were fully funded and in a financial 
position to provide 100% of the benefit entitlement for each plan member. 


After plan members received their benefit entitlement, both plans had surplus funds available. In 2004, an arbitrator 
determined that these surplus funds must be distributed to the plan members. In 2005, the Representative Committee 
for the plan members, with the assistance from their legal counsel and the plans’ actuaries, determined a fair and 
equitable distribution formula for sharing these funds among the plan members. The formula was subsequently 
approved by the federal regulatory authority responsible for these plans, the Office of the Superintendent of Financial 
Institutions. As plan administrator, the Corporation assisted the parties in this process. By March 31, 2006, over $26.8 
million from the Non-Contributory Plan and $9.0 million from the Contributory Plan had been paid out to approximately 
6,650 former employees or their dependants. Surplus payments related to the Contributory Plan were completed in 
2006, while final payments of $3.3 million for the Non-Contributory Plan were completed in October 2008. 


PROPERTY & ENVIRONMENT 


The Corporation continued its focus on six key areas to ensure the success of its environmental program activities. 
° Program delivery 

e Mapping and document scanning support 

e Planning and design 

e Remediation and reclamation 

° Long term care and maintenance of remediated sites 

e Mine water management 


In 2008-9 approximately $22 million was committed to these activities, of which 80% was awarded to local contractors, 
consultants and other service providers. An important aspect of this work involves ensuring the community is aware of 
the activities and is given an opportunity to participate. Community consultations were held in several communities 
during the 2008-9 fiscal year to discuss projects and review remediation plans. 


Site Closure Program 

In July 2008, CBDC and Public Works and Government Services Canada (PWGSC) signed an updated Service Agreement, 
which outlined the roles and responsibilities of both organizations regarding delivery of the Site Closure Program 
remediation activities. It is expected that the contents of this agreement will be in effect until 2011-12 when all site 
remediation activities are scheduled to be complete. 


As CBDC and PWGSC moved forward on remediation activities over the past few years it was determined that enhanced 
documentation was required to enable all parties to employ a consistent approach to the projects. The Remedial 
Objectives Guidance Document for the CBDC Site Closure Program was published in 2008-9 and addresses standards, 
safety and health, closure of mine openings, appropriate risk assessment techniques and many other facets of the 
remediation program. This document is now an integral foundation for all parties involved in CBDC remedial activities. 


ai 


Remediation activity at former Princess Mine site in Sydney Mines. 
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Former Victoria Junction Coal Preparation Plant 

One of the most impacted properties owned by the Corporation was the former Victoria Junction Coal Preparation and 
Wash Plant site. In 2008-9 significant post remediation monitoring allowed for the completion of an Environmental 
Effects Monitoring Program, which is a strongly supported Environment Canada initiative. This post remediation 
program will provide supporting documentation on the success of the closure initiatives undertaken by the Corporation 
on this site over the past five years. Surface water sample analysis in 2008-9 has determined that by early summer 
2009 all surface water on the site will no longer contribute to historic Acid Rock Drainage issues associated with the 
site. At this time, surface water can be drained to the surrounding environment without treatment. This will result in 

a substantial cost savings to the Government of Canada. To further benefit the community, the Corporation has been 
in discussions with Cape Breton University on a research initiative for this site. The research will focus on evaluating 
potential effects of acid water drainage conditions associated with residual impacted groundwater. 


Former Princess Colliery Site 

Significant grading and re-shaping of the former Princess Colliery Waste Rock Pile was completed in 2008. 
Polyethylene liners and geomembrane materials were also purchased for the creation of an engineered cover. 

The contractor is expected to complete the closure of the site by early Fall 2009. The innovative thinking of the 
CBDC/PWGSC staff has resulted in a large portion of remediated land in the center of the Town of Sydney Mines. 

This land has potential for a large residential/recreational development along with potential for developing sustainable 
energy resources such as geothermal from flooded mines beneath the surface, wind from land adjacent to a high 
wind index coastal area and bio-fuel crops which can be grown over the engineered cover. 


Franklyn Group of Properties 

The Franklyn Project involves the remediation of 24 properties located in Alder Point, Bras d’Or, Florence, North Sydney 
and Sydney Mines. In August 2008, a request for proposals was issued for the services of an engineering consultant. 
Several local engineering firms including, AD! Limited, CBDC Limited, Stantec Limited and Senes Consultants Ltd. of 
Ontario, were contracted to provide project management for gathering information and remediating these sites. 
Material will be removed from several of the sites and sent to the main Franklyn site where it will be capped. This 
capping process will be similar to the process employed at the former Victoria Junction Coal Preparation Plant, but 

on a much smaller scale. 
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| Franklyn Property Before Remediation 
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Broughton Project 

The Town of Broughton, one of Canada’s first planned towns, never grew to 
match its developer's original plans. Now it is a Cape Breton Ghost Town. The 
Corporation has significant land holdings in this area, some of which house 
the foundations of the original town along with remnants of mining activities 
such as abandoned mine workings and surface infrastructure, coal waste and 
waste rock from the underground mines. The Corporation has engaged in 
productive consultation with the community on its expectations for the 
impacted land. In 2008-9 a major project, which included the removal of all contaminated waste and rehabilitation of 
former marshy areas was initiated. The site closure program for Broughton will consider how best to preserve some of the 
area’s history. Community support and partnerships with Cape Breton University and the Atlantic Coastal Action Program 
(ACAP) are also making bio-fuel crops a reality on this former mine site. This reclamation project incorporates Natural 
Resources Canada’s Green Mines Green Energy program where a research area for bio-fuel crops will be established. If 
successful, the bio-fuel crops will be considered for other larger sites that have limited future development potential. 


Mine Water Management 

The Mine Water management agenda moved forward in several areas this year. The engineering and design was 
completed for the Neville Street Well Field aerobic passive wetland treatment scheme. A contract was awarded to a local 
Cape Breton contractor for $2.3 million to construct the passive wetland scheme. The system was upgraded with higher 
capacity 60hp pumps resulting in an increased flow of 6,000 usgpms. 


Automated remote monitoring systems were designed and installed by the Corporation’s staff at the Sydney Mines and 
New Waterford mine pools that are currently rising beneath the towns of Sydney Mines and New Waterford, respectively. 


An inter-colliery borehole was drilled and commissioned in 2008-9. This allowed two mine pools to be connected thereby 
reducing the overall future cost to manage and treat the mine water through a single treatment system rather than two 
individual systems. This initiative was born through an in-house strategic planning strategy. 


Staff attended a number of conferences on mine water management and remediation within Canada and the USA. The 
knowledge gained resulted in the above-mentioned initiatives for optimizing the management of mine water issues that 
are the responsibility of the Corporation. Staff were invited to speak and made technical presentations on mine water 
remediation activities at several national and international venues. 


An external consultant was engaged to review and prepare a risk exposure assessment of the No. 1B mine water pool, 
which is CBDC’s largest mine water pool. The conclusion of the assessment is that the potential risk of a catastrophic 
failure and untreated discharge is low. 


The Corporation worked extensively with Cape Breton University’s Research Chair on Mine Water Management and 
Remediation. With the Corporation's assistance, the Research Chair developed a five-year strategic plan that will allow 
for the development and implementation of the research initiative which has a focused goal of assisting the Corporation 
in the creation of a minimal maintenance mine water management scheme for all of its mine pool discharges. 


= Control Point for pumping infrastructure to access No. 5 Colliery mine 
sos (part of the 1B Hydraulic System) located 180 ft. below the su 


RRS 
Sk. ay 


Gardiner No. 25 Passive Wetland Treatment System in action. A naturally 
occuring chemical and biological process to cleanse the mine water - 
Aeration - neutralization (limestone bed) - settling pond - aerobic wetland. 
The quality of the outflow is capable of sustaining fish/wildlife habitat. 


Long-term Care and Maintenance 

Long-term Care and Maintenance (LTCM) has begun at five Corporate sites and programs are at the 
preparation stage for the remaining sites. All of the major sites have progressed to at least the design stage 
of the closure program and have included long term care and maintenance in that design at all stages. The 
Corporation is on schedule to meet its closure mandate by 2012. 


Part of this process involves Environmental Effects Monitoring, which is the post-construction monitoring that 
ensures the work completed is achieving its goal of improving environmental conditions. Environmental Effects 
Monitoring Programs are being developed for all remediated sites that have impacted sensitive receptors. 
Monitoring will continue for many years after the site remediation is complete. 


..fov the community 


e The industrial site and land holdings of CBDC were used for mining and related activities for many years. 
Some were active mines less than a decade ago, while others saw industrial activity as far back as the 
early 1800s. Our goal is to leave each site in a stable and safe condition to strengthen public confidence 
that coal can be responsibly mined and to convey any usable properties for new community opportunity 
contributing to the Island's prosperity. 


e 11,000 acres of land conveyed for new community opportunity. 


| ¢ CBDC and its predecessor organizations maintained records on mining and town site development dating 
| as far back as the 1800s. In keeping with the mandate of Library and Archives Canada, the Corporation 
recognizes the need to preserve the documentary heritage of these records for the benefit of present and 
| future generations, contributing to cultural, social and economic advancement. These records will serve as a 19 
continuing memory of this industry and its people. 


MANAGEMENT'S RESPONSIBILITY for 
FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information in this report 
are the responsibility of management and have been approved by the Board of Directors. The financial statements 
include some amounts that are necessarily based on management's best estimates and judgement. 


The financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. Financial information presented elsewhere in the annual report is consistent with that contained 
in the financial statements. 


in discharging its responsibility for the integrity and fairness of the financial statements, management maintains 
financial and management control systems and practices designed to provide reasonable assurance that transactions are 
authorized, assets are safeguarded and proper records are maintained in accordance with the Financial Administration 
Act and regulations as well as the Cape Breton Development Corporation Act, the Cape Breton Development 
Corporation Divestiture Authorization and Dissolution Act and by-laws of the Corporation. The external auditors have 
ready access to the Audit Committee of the Board, which oversees management's responsibilities for maintaining 
adequate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation's auditor, the Auditor General of 
Canada, and her report is included herein. 
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Ross F. McCurdy, Ph.D. Thomas P. Fleming, B.A., B.Comm. 
President & CEO Director General, Corporate Administration 


Sydney, Canada 
May 22, 2009 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order to carry out 
this responsibility, the Committee, composed entirely of directors independent of management, meets at least twice a 
year to review the Corporation's financial statements and recommend their approval to the Board of Directors. The 
Audit Committee also reviews any reports prepared by the Corporation’s internal and external auditors relating to 

its accounting policies and procedures, as well as its internal controls. The Committee meets independently with 
ranagement and auditors to review the involvement of each in the financial reporting process. These meetings are 
designed to facilitate any private communication with the committee desired by each party. 
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Gordon M. Macinnis, CA 
Chairperson of the Audit Committee 


Sydney, Canada 
May 22, 2009 


AUDITOR’S REPORT 
and 
FINANCIAL STATEMENTS 


AUDITOR'S REPORT 


Auditor General of Canada 
Veérificatrice generale du Canada 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 2009 
and the statements of income, comprehensive income and deficit and cash flows for the year then 
ended. These financial statements are the responsibility of the Corporation's management. My 
responsibility is to express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2009 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and the 
by-laws of the Corporation. 


(52. 013 


John O’Brien, CA 
Principal 
for the Auditor General of Canada 


Halifax, Canada 
May 22, 2009 
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BALANCE SHEET 
AS AT MARCH 31, 2009 (in thousands) 


2009 2008 
Assets 
Current 
Cash and cash equivalents $7 -5;255 $ 14,511 
Accounts receivable 2,959 4,946 
Parliamentary appropriation receivable 21,239 8,000 
Prepaid expenses 3,238 2,787 
32,691 30,244 
Long-term 
Property, plant and equipment (Note 6) 560 eh 
S33; 251 $ 30,815 
Liabilities 
Current 
Accounts payable and accruals So 1/67 $ 1,459 
Current portion of long-term accrued obligations (Notes 7, 8, 9 and 10) 86,827 73,201 
Deferred gain on sale of property (Note 13) 2,164 
90,758 74,660 
Long-term 
Accrued obligation for environmental costs (Note 7) ssi aise: 160,456 
Accrued obligation for workers’ compensation (Note 8) 124,373 122,338 
Accrued obligation for early retirement and severance benefits (Note 9) 93,580 109,494 
Accrued obligation for other non-pension employee future benefits (Note 10) 5,064 6,140 
Deferred gain on sale of property (Note 13) = 2,168 
374,370 400,596 
Deficit 
Deficit (431,877) (444,441) 
Sues3)251 $2 30/815 


Future of the Corporation (Note 2) 
Commitments (Note 14) 
Contingencies (Note 15) 


The accompanying notes are an integral part of these financial statements. 


Approved by the Board 
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STATEMENT OF INCOME, COMPREHENSIVE INCOME AND DEFICIT 


YEAR ENDED MARCH 31, 2009 (in thousands) 


Expenses 

Environmental costs (Note 7) 

Workers’ compensation and other non-pension employee 
future benefits (Notes 8 and 10) 

Early retirement and severance benefits (Note 9) 

General and administrative 

Property and site maintenance 

Amortization 


Revenue and other income 

Interest and other income 

Gain from disposal of property, plant and equipment 
Gain on non-pension employee future benefits (Note 10) 


Net loss before government funding 


Government funding 
Parliamentary appropriation to fund cash requirements 


Net income (loss) and comprehensive income (loss) 


after government funding 
Deficit, beginning of year 


Deficit, end of year 


The accompanying notes are an integral part of these financial statements. 
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2009 


22,023 
22,905 


6,604 
3,008 


46 
54,586 


494 
417 


911 


53,675 


66,239 


12,564 


444,441 


$ 431,877 


2008 


§ 837399 


5,506 
1,969 
2,749 
497 

33 
94,153 


875 
198 
4,050 
lee 


89,030 


60,000 


(29,030) 
415,411 


$ 444,441 


STATEMENT OF CASH FLOWS 
YEAR ENDED MARCH 31, 2009 (in thousands) 


Cash flows from (used for) operating activities 

Government funding received 

Other income received 

Cash paid to suppliers and employees 

Cash paid for early retirements, severance benefits, workers’ 
compensation and other non-pension employee future benefits 


Cash flows from (used for) investing activities 
Purchase of property, plant and equipment 

Proceeds from sale of property, plant and equipment 
(Decrease) increase in cash 

Cash and cash equivalents, beginning of year 
Cash and cash equivalents, end of year 
Represented by 


Cash 
Cash equivalents 


2009 2008 


$ 53,000 $ 63,211 
2,481 645 
(18,825) (11,415) 


(46,290) (48,841) 


(9,634) 3,600 
(38) (25) 
416 198 
378 173 

(9,256) SNe: 

14,511 10,738 


Geb 255 45d 


5,255 Sods 
- 11,000 
$25,255) bao 


The accompanying notes are an integral part of these financial statements. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2009 (in thousands) 


1. AUTHORITY AND OBJECTIVES 


The Cape Breton Development Corporation was established in 1967 for the purpose of reorganizing and rehabilitating 
the coal industry on Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule Ill, Part | corporation for purposes of the Financial 
Administration Act. The Corporation is carrying out closure and residual activities as outlined in corporate plans 
approved by the Governor in Council. The Government of Canada is providing funding support for these activities by 
means of annual appropriations. The Corporation is economically dependent on the Government of Canada. 


As allowed for in the Cape Breton Development Corporation Act, the Government of Canada can provide repayable 
advances for working capital purposes up to a limit of $50,000. 


The Corporation is subject to provisions of the /ncome Tax Act. 


2. FUTURE OF THE CORPORATION 


In 2000, the Cape Breton Development Corporation Divestiture and Dissolution Act was proclaimed. This Act provides 
for the sale of assets, winding up of the affairs of the Corporation and its eventual dissolution on a date to be fixed by 
the Governor in Council. 


Since 2001, the Corporation's resources have been directed at obtaining fair value for the disposal of surplus assets 
and real property, the successful resolution of its short-term obligations, as well as determining the best methods of 
handling the various long-term obligations. The Corporation's Board of Directors has endorsed a plan that sees the 
entity continue with a small number of its experienced and knowledgeable employees. A comprehensive review of a 
number of possible options determined this to be the best method for the efficient and effective management of the 
Corporation's long-term obligations. 


These financial statements reflect the impact of these activities to the extent that such decisions were made by March 
31, 2009 and their impact can be reasonably determined. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2009 (in thousands) 


3. SIGNIFICANT ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with Canadian generally accepted accounting 
principles. The significant accounting policies are as follows: 


a) Management Estimates 

The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires 
management to make-estimates and assumptions that affect the reported amount of assets, liabilities, revenues, expenses 
and the disclosure of contingent liabilities at the date of the financial statements. Despite the use of the Corporation's best 
estimates, it is possible that the amounts related to the accrued obligations for environmental costs, workers’ compensation, 
and other non-pension employee future benefits could change materially in the near term. Any change in estimate is reflected 
in the financial statements in the year it is known. 


b) Financial Instruments 
Cash equivalents represent short-term, highly liquid investments. Cash equivalents are designated as held for trading and are 
recorded at fair value. 


Accounts receivable and parliamentary appropriations receivable, classified as loans and receivables, and accounts payable 
and accrued liabilities, classified as other financial liabilities, are initially measured at fair value, which due to their short-term 
nature, approximates their amortized cost. 


The Corporation is not party to any derivative financial instruments or hedges. 


c) Parliamentary Appropriations 
Parliamentary appropriations provided to fund cash requirements are recorded on the statement of income, comprehensive 
income and deficit in the year approved. 


d) Property, Plant and Equipment 
Property, plant and equipment are valued at the lower of cost less accumulated amortization and the estimated net realizable 


value. Amortization is calculated at rates sufficient to write off plant and equipment on a straight line basis as follows: 


Leasehold improvements 25% 
Equipment 25% 


e) Employee Future Benefits 
The Corporation accrues its obligations under employee benefit plans and the related costs as the benefits accrue to 


employees. The Corporation has adopted the following policy: 


¢ The cost of other non-pension employee future benefits is based on the net present value of the future payments expected to 
be made, using management's best estimate of inflation rates for health and related benefits, usage rates and mortality 
rates, The portion of the liability related to a life insurance benefit to retirees over the age of 65 is actuarially determined. 
Management recognizes changes in the net present value of the unfunded liability based on the results of actual experience. 


Cape Breton Develooment 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2009 (in thousands) 


e The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. The plans were terminated 
effective December 31, 2001. An arbitrator's decision awarded the surplus in the pension plans to the plan members. There will be 
no further expenses related to the pension plans or any further contributions required by the Corporation. 


f) Accrued Obligation for Workers' Compensation 

The Corporation is a self-insured employer and is accountable for workers’ compensation liabilities incurred. The accrued obligation for 
workers’ compensation represents the actuarially determined net present value of liabilities for benefits for work-related injuries of 
current and former employees when awards are approved by the Workers' Compensation Board of Nova Scotia, or when legislative 
amendments are made and the anticipated future costs can be reasonably calculated. 


Changes in the net present value of this unfunded liability are based on updated actuarial estimates of future costs as 
a result of actual experience and changes in actuarial assumptions. Adjustments arising from actuarial gains and losses are recognized 
in the year in which they occur. 


g) Accrued Obligation for Early Retirement and Severance Benefits 
The accrued obligation for early retirement and severance benefits represents the net present value of liabilities for early retirement 
incentives and severance related to workforce reductions. 


Changes in the net present value of this liability from the original estimate are based on the results of actual experience and changes 
in management's assumptions. 


h) Accrued Obligation for Environmental Costs 

The accrued obligation for environmental costs represents the net present value of liabilities of estimated future environmental costs 
based on management's best estimate of the cost of complying with its interpretation of the requirements of appropriate 
environmental laws and regulations. These costs exclude any future salvage value that may be realized in carrying out these 
environmental actions. 


i) Fair Values 
Fair values are determined as follows: 


* Current portion of accrued obligations - using cash flows of estimated future payments without discounting. 

e Accrued obligation for early retirement and severance benefits - using discounted cash flows of estimated future payments for early 
retirements, based on current interest rates. 

* Accrued obligation for environmental costs - using discounted cash flows of estimated future payments for environmental costs, 
based on a risk-free interest rate, 

° Accrued obligation for workers' compensation - using an actuarial valuation. 

¢ Accrued obligation for other non-pension future benefits - using discounted cash flows of estimated future payments, based on 
current interest rates except for the portion of the liabilities related to life insurance that is actuarially determined. 
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j) Capital Management 
The Corporation's capital is negative as presented by its deficit. The deficit results from the presence of significant long-term 
environmental and employee-related obligations. 


The Corporation's objective in managing its capital is to maintain sufficient resources to meet expected near-term financial 
obligations such as accounts payable, accrued liabilities and the current portion of long-term obligations. Liquidity risk and the 
management of this risk is further described in note 5. The Corporation relies on annual parliamentary appropriations to meet its 
financial obligations. 


The Corporation is not subject to externally imposed capital requirements. 


4. CHANGES IN ACCOUNTING STANDARDS 


a) Financial Instruments - Disclosure and Presentation 

Effective April 1, 2008, the Corporation adopted the new CICA Handbook Section 3862, Financial Instruments - Disclosure and 
Section 3863, Financial Instruments - Presentation. These standards require the disclosure of information with regards to the 
significance of financial instruments for the Corporation's financial position and operations, the nature and extent of risks arising 
from financial instruments to which the Corporation is exposed during the period and at the balance sheet date, and how the 
Corporation manages those risks. These standards replace CICA Handbook Section 3861, Financial Instruments - Disclosure and 
Presentation. These new requirements relate to disclosure only and do not impact the financial results of the Corporation. 


b) Capital Disclosures 

Effective April 1, 2008, the Corporation adapted the new CICA Handbook Section 1535, Capital Disclosures. The standard 
requires the Corporation to disclose information about the Corporation's objectives, policies and processes for managing its 
capital, quantitative data about what the Corporation regards as capital and whether the Corporation has complied with any 
capital requirements and, if it has not complied, the consequences of such non-compliance. This new requirement relates to 
disclosure only and does not impact the financial results of the Corporation. 


5. FINANCIAL RISK MANAGEMENT 


Overview 
The Corporation has exposure to the following risks from its use of financial instruments: 


© credit risk 
© liquidity risk 
© interest rate risk 


This note presents information about the exposure to each of the above risks, including the Corporation's objectives, policies, and 
‘orocesses for measuring and managing risk. Further quantitative disclosures are included throughout these financial statements. 


The Board of Directors has overall responsibility for the establishment and oversight of risk management. Board of Directors is 


esponsible for monitoring the Corporation's risk management. 
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The Corporation’s risk management policies are established to identify and analyze the risks faced by the Corporation, to set 
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and systems are 
reviewed regularly to reflect changes in market conditions and the Corporation's activities. The Corporation, through its training and 
management standards and procedures, aims to develop a disciplined and constructive control environment in which all employees 
understand their roles and obligations. 


The Audit Committee oversees how management monitors risk management and reviews the adequacy of the risk management 
framework in relation to the risks faced by the Corporation. The Audit Committee is assisted in this role by internal audits 
contracted to external parties. These external parties are contracted to conduct regular reviews of management controls and 
procedures, the results of which are reported to the Audit Committee. 


Credit Risk 

Credit risk is the risk of financial loss to the Corporation if a customer or counterparty to a financial instrument fails to meet its 
contractual obligations, and arises principally from the Corporation's receivables from customers and investments. The carrying 
amount of cash, cash equivalents and accounts receivable represents the maximum exposure to credit risk. 


The Corporation's accounts receivable had a carrying value of $2,959 as at March 31, 2009 (2008 - $4,946). There is no 
concentration of accounts receivable with any one customer. As at March 31, 2009, approximately 100% (2008 - 100%) of 
accounts receivable, net were current, or less than 45 days past due. Historically, the Corporation has not incurred any significant 
losses with respect to bad debts. The Corporation’s allowance for doubtful accounts was $8 at March 31, 2009 (2008 - $29). Any 
accounts past due are monitored to ensure settlement. 


Cash and cash equivalents are held with a Canadian chartered bank. 


Liquidity Risk 

Liquidity risk is the risk that the Corporation will not be able to meet its financial obligations as they fall due. The Corporation's 
approach to managing liquidity risk is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities 
when due, under both normal and stressed conditions, without risking damage to the Corporation's reputation. 


The Corporation strives to maintain sufficient resources to meet expected financial obligations such as accounts payable, accrued 
liabilities and current portion of long-term accrued obligations for a period of 90 days. The Corporation prepares cash flow 
forecasts that are regularly monitored by management. The forecasts are adjusted as necessary to reflect expected inflow and 
outflows to ensure the adequacy of cash to meet financial obligations. The Corporation receives government funding as required 
based on cash flow forecasts. 


The carrying amount of accounts payable, accrued liabilities and current portion of long-term accrued obligations represents the 
maximum exposure to liquidity risk. 


The Corporation's accounts payable had a carrying value of $650 as at March 31, 2009 (2008 - $297) and are all due within 60 
days. The Corporation's accrued liabilities had a carrying value of $1,117 as at March 31, 2009 (2008 - $1,162). 


Interest Rate Risk 


Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate due to changes in market 
interest rates. The interest rate risk for the Corporation's cash and cash equivalents varies based on changes in the prime rate. 
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6. PROPERTY, PLANT AND EQUIPMENT 


2009 2008 
Accumulated Accumulated 
Amortization and Net Book Amortization and Net Book 
Cost Write-Downs Value Cost Write-Downs Value 

Phalen Colliery $ 82 $ 82 $ - Ke 13/527. a ay/ $ 
Coal Preparation Plant 5,874 5,874 - 17,684 17,684 
Other assets 1,049) 489 560 1,182 611 By 

$ 7,005 = $ 6,445 $ 560 $ 32,393 $ 31,822 $: 571 


The net book value represents land holdings, sundry equipment and leasehold improvements. 


7. ACCRUED OBLIGATION FOR ENVIRONMENTAL COSTS 


The Corporation has recorded its best estimate of anticipated future costs for environmental issues related to the decision on the 
future of the Corporation including: building demolition, clean-up, earthworks, mine water management, water treatment, other 
reclamation works and long-term care and monitoring. This unfunded liability is based on management's best estimate of the 
cost of complying with its interpretation of the requirements of appropriate environmental laws and regulations. 


The Corporation, along with the services of Public Works and Government Services Canada (PWGSC), assessed each individual 
property owned by the Corporation. A complete pre-screening and detailed site assessment program has been carried out on 
each property to the level necessary to identify and record all environmental disturbances and impacts, whether caused by the 
Corporation's operations or that of its predecessor. Management's best estimate of the liability is based on property assessment 
work, studies and reports from independent consultants, and a review and verification of the data by PWGSC and management 
of the Corporation. During the year, the Corporation's environmental issues were reviewed which resulted in estimated cost 
increases in mine water management, reclamation works and long- term care and monitoring. The liability as at March 31, 2009, 
is estimated to be $192,169 (2008 - $186,271) based on discounted expected future cash flows. 


The estimate of the liability is based on significant assumptions made by management, including: definition of and likely action 
required to meet the appropriate legislation, regulations and industry practice; the nature and extent of past and present 
environmental concerns; the extent of actions necessary to deal with long-term management of mine water; the extent of 
remediation required at mine and coal processing sites; and discount rates used. Such estimates are subject to adjustment based 
on changes in laws and regulations and as new information becomes available. Included in this liability estimate is an amount 
for indemnification in respect of environmental conditions of certain previously disposed properties. 


The estimate of the liability based on the above could be significantly different if the key assumptions used by management for 


determination of the estimate vary from those planned. 
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The liability at March 31 is: 


| 2009 2008 
Accrued obligation for environmental costs, beginning of year $ 186,271 $ 108,857 
Interest cost 7,443 4 354 
Estimate revisions and adjustments 14,580 79,045 
Accrued obligation for environmental costs, end of year 192,169 186,271 
Less: current portion 40,816 25,815 
Non-current portion $151,353 $ 160,456 


The key assumptions on which the liability is based are: 


e The total undiscounted amount of the estimated cash flows required to settle the liability is $363,395 (2008 - $352,037). 

® Cash expenditures for remediation costs are planned for the next 3 years. Cash expenditures for care and monitoring of the 
remediated sites are estimated for the next 46 years. 

e The risk-free rate at which the estimated cash flows for the original liability have been discounted is 4% and the price 
indexation is 3%. 

e The risk-free rate at which the estimated cash flows arising from the 2009 estimate revision and adjustment have been 
discounted is 3.95% and the price indexation is 3%. 


8. ACCRUED OBLIGATION FOR WORKERS' COMPENSATION 


The Corporation's accrued obligation for workers’ compensation represents the unfunded liability for the costs of benefits 
specified and administered by the Workers’ Compensation Board of Nova Scotia for work-related injuries of current and former 
employees. The actuarially determined liability consists of long-term disability permanent awards in respect of approved 
awards and incidents incurred but not yet administered as claims; survivor benefits, comprised mainly of pension payments for 
past claims; other costs consisting mainly of temporary compensation, rehabilitation and medical aid in respect of past claims; 
and costs related to future claims payment administration by the Workers’ Compensation Board of Nova Scotia. The statement 
of income, comprehensive income and deficit includes a charge of $23,703 (2008 - $5,679) which relates to interest charges 
on the workers’ compensation obligation, administration costs, and changes in actuarial assumptions. 


The actuary used assumptions, as agreed with management, in the calculation of the liability including; inflation rates, interest 
rates, mortality rates and aggregate claim projections for incidents which have occurred. The actuarial liability could be 
materially different if assumptions on which the valuation is based vary significantly in future years. Changes in the liability are 
recognized based on extrapolation of actuarial results and adjustments arising from actuarial gains and losses in the year in 
which they occur. An actuarial valuation of the liability is performed annually using a measurement date of March 31. 
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The Corporation's workers’ compensation costs and obligations at March 31 consist of: 


. 2009 2008 
Workers’ compensation obligations (actuarial value) 5. 1455373 $ 142,838 
Less: current portion _ 21,000 20,500 
Non-current portion § 124,373 Se 229335 
Workers’ compensation costs $ 923;703 $ 5,679 
Workers’ compensation payments So ZGNIS. Sa 22 042 
Determination of workers’ compensation costs for the year are calculated as: 

Interest cost $ 8671 $ exe) 
Actuarial loss (gain) 12 12 (7,170) 
Administrative payments to HRSDC . 2,306 1,729 
Workers’ compensation costs $ 23,703 $ 5,679 
Weighted-average assumptions 

Discount rate for obligation 6.5% 6.5% 
Discount rate for costs 6.5% 7.5% 
Long-term disability, survivor pensions indexation 1.5% 1.5% 
Health care and rehabilitation indexation 4.15% 4.75% 
All other cost indexation . 3.0% 3.0% 


9. ACCRUED OBLIGATION FOR EARLY RETIREMENT AND SEVERANCE BENEFITS 


This accrued obligation consists of estimates for the cost of the unfunded liability for early retirement and severance initiatives 
when approval of such decisions is obtained. Components included are early retirement payments, cost of expected benefits 
and severances. Changes to these estimates based on actual experience are recognized in the statement of income, 
comprehensive income and deficit. The statement of income, comprehensive income and deficit includes a charge of $6,604 
(2008 - $1,969) which primarily relates to interest charges as a result of discounting the obligation, as well as actual 


experience and changes in management's estimate. 


Management made significant assumptions in preparing estimates of this accrued obligation, including: interest rates for 
discount factors and price indexation for the non-current portion of the liability; Canada Pension Plan disability award rates; 
and health and other benefit price indexation. The estimate of liabilities, based on the above, could be significantly different if 
the key assumptions used by management for major determinants of the estimate vary from those planned. Management 
tecognizes changes in this liability from the original estimate based on updated assumptions and actual experience. 
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Management's estimate for the remaining liabilities associated with early retirement and severance benefits at March 31 is: 


2009 ~=—S——2008 
Human resource strategy (1999) $ 74,089 $ 83,397 
Human resource strategy (2001) 25,679 21821 
Human resource strategy (1996) 14,716 20,188 
Lingan Colliery closure - 10 
Other early retirement incentives 3,685 — 4,465 
118,169 135,887 
Less: current.portion 74/02 26,393) 
Non-current portion $ 93,580 $ 109,494 
Early retirement and severance costs $ 6,604 $ 11/969 
Early retirement and severance payments $ 24,322 $ 26,164 
Weighted-average assumptions 
Discount rate for obligation . 5.4% 6.0% 
Discount rate for costs 6.0% 5.5% 
Benefit price indexation 2.6% 2.6% 
Health care price indexation 5.0% 5.0% 


The Corporation anticipates that the accrued obligation for early retirement and severance benefits will be fully discharged 
by the end of 2021. 


10. ACCRUED OBLIGATION FOR OTHER NON-PENSION EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation's Compassionate 
Disability Pension to age 65, a life insurance benefit to retirees over the age of 65 and a retiring allowance. The present value of 
these unfunded benefit plans is determined on the basis of management assumptions. An actuarial valuation was obtained as of 
March 31, 2009 for the life insurance benefit to retirees. 


The liability could be materially different if assumptions on which the estimate is based vary significantly in future years. The 
statement of income, comprehensive income and deficit includes a credit of $798 (2008 - credit of $173) for other non-pension 
employee future benefits costs. 
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The statement of income, comprehensive income and deficit includes a gain on non-pension employee future benefits relating 
to health care and life insurance premium payments paid in excess of actual claims made. Management's estimate for the 
liabilities associated with other non-pension employee future benefits at March 31 is: 


es 2009 2008 

Other non-pension employee future benefits $ 5,486 $: 46,633 
Less: current portion 422 493 
Non-current portion $ 5,064 $ 6,140 
Other non-pension employee future benefits credit $ (798) tiny MV? 
Other non-pension employee future benefits payments $ 528 $ 635 


Determination of other non-pension employee future benefits costs for the year are calculated as: 


Interest cost $ 144 $ 182 
Net actuarial gain (942) (355) 
Other non-pension employee future benefits credit Se (788) Sra 73) 


Weighted-average assumptions 
Compassionate Disability health benefits 


Discount rate for obligation 5.4% 6.0% 
Discount rate for costs 6.0% 5.5% 
Health care price indexation } 5.0% 5.0% 
Post-employment life insurance | 
Discount rate for obligation 7.2% 5.7% 
Discount rate for costs 5.7% 5.25% 
Retiring allowance 
Discount rate for obligation 5.4% 5.5% 
Discount rate for costs 5.5% 5.5% 


Benefit price indexation 2.6% 3.0% 
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11. PENSIONS 


The Corporation maintained defined benefit pension plans on behalf of employees of the Corporation. There were two major 
plans, consisting of a contributory and non-contributory plan. Benefits were generally based on employees’ length of service and 
rate of pay. The Office of the Superintendent of Financial Institutions gave approval to terminate both of the Corporation's 
pension plans, effective December 31, 2001. 


As part of the termination process, annuities were purchased for all pension benefit recipients. Those who were not eligible for 
pension benefits had the option of receiving the commuted value of their benefits or a deferred annuity. As of March 31, 2009 
all of the commuted value transfers have been paid and the surplus in both plans has been distributed to plan members. 


The status of the Corporation's non-contributory pension plan as at March 31 is: 


2009 2008 

Pension fund assets (market value) $ - $ 3,649 
Distribution of pension fund assets Sie e265 $ (AV 
Commuted value transfers and benefits paid $ 66 $ 211 
Annuity purchase payment $ $ 267 
Administration fees $ 365 $ 308 
Interest $ (47) $ (203) 
The status of the Corporation's contributory plan as at March 31 is: 

| - 2009 2008 
Pension fund assets (market value) $ : $ 
Distribution of pension fund assets $ $ 4 
Commuted value transfers and benefits paid $ $ 
Annuity purchase payment $ $ 
Administration fees $ $ 19 
Interest $ $ 


In addition to the two Corporation pension plans, certain employees are covered by the Public Service Pension Plan administered 
by the Government of Canada. Contributions to the Plan are required from both employees and the Corporation. Contributions 
with respect to current service are expensed in the current period. Contributions by the Corporation in 2009 include $41 

(2008 - $41) related to the cost of lump sum past-service benefit buybacks, previously expensed. The Corporation is not 

required to make contributions with respect to actuarial deficiencies of the Public Service Pension Plan. 
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Contributions to the Public Service Pension Plan consisted of: 


. 2. 2009 2008 
Contributions by the Corporation $ 240 $ 219 
Contributions by employees $ 110 $ 102 


12. RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, agencies and 
Crown corporations. The Corporation enters into transactions with these entities in the normal course of business. In addition 
to these transactions, the Government of Canada provides parliamentary appropriations to the Corporation. 


The Corporation engaged Public Works and Government Services Canada (PWGSC), through a services arrangement, for the 
project management of its multi-year Remediation Closure Plan and Real Property Disposal Plan. Payments made to PWGSC 
totalled $4,682 (2008 - $8,190) plus invoices payable at year-end of $10,313 (2008 - $5,932). These amounts are for the 
reimbursement of project contract payments as well as PWGSC disbursements, engineering design, and administration fees 
and are measured at the exchanged amount. 


13. DEFERRED GAIN ON SALE OF PROPERTY 


The Corporation entered into an agreement to sell the Donkin-Morien Development Project. Under the terms of the agreement, 
the Corporation has received payment but the purchaser has an unconditional right until June 2009 to return the property to the 
Corporation and have its payment, less any sale costs incurred by the Corporation, returned. The Corporation will recognize the 


gain when the right of return provision expires. 


14. COMMITMENTS 


The Corporation's contractual commitments relate primarily to agreements for environmental remediation. The expected total 
minimum annual payments (2008 - $12,287) for these commitments are as follows: 


2009-10 $ 12,714 
2010-11 369 
2011-12 350 
2012-13 350 

$ 13,783 


15. CONTINGENCIES 


In the ordinary course of business, lawsuits have been filed against the Corporation. In management's opinion, the outcome of 
‘these actions cannot be determined at this time and no provision has been made in the financial statements. 
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